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Preface 


Welcome to one of the most interesting, challenging, and important topics in your busi¬ 
ness education. What makes marketing strategy so interesting, challenging, and impor¬ 
tant you ask? To begin, marketing strategy is interesting because (1) it is inherently 
people-driven and (2) it is never stagnant. A distinct blend of both art and science, mar¬ 
keting strategy is about people (inside an organization) finding ways to deliver excep¬ 
tional value by fulfilling the needs and wants of other people (customers, shareholders, 
business partners, society at large), as well as the needs of the organization itself. Market¬ 
ing strategy draws from psychology, sociology, and economics to better understand the 
basic needs and motivations of these people—whether they are the organization’s custo¬ 
mers (typically considered the most critical), its employees, or its stakeholders. In short, 
marketing strategy is about people serving people. 

For this reason, marketing strategy is interesting because it is never stagnant. The 
simple fact is that people change. A strategy that works today might not work tomorrow. 
Products that are popular today are forgotten next week. These truisms are important 
because truly understanding marketing strategy means accepting the fact that there are 
few concrete rules for developing and implementing marketing activities. Given the con¬ 
stant state of change in the marketing environment, it is virtually impossible to say that 
given “this customer need” and “these competitors” and “this level of government regu¬ 
lation” that Product A, Price B, Promotion C, and Distribution D will produce the best 
results. Marketing simply doesn’t work that way. The lack of concrete rules and the ever 
changing economic, sociocultural, competitive, technological, and political/legal land¬ 
scapes make marketing strategy a terribly fascinating subject. 

Now that you know why marketing strategy is so interesting, it should be easy to see 
why it is also challenging. A perfect marketing strategy that is executed flawlessly can still 
fail. Sometimes, organizations are lucky and have success despite having a terrible strategy 
and/or execution. The nature of marketing can make marketing planning quite frustrating. 

Finally, the importance of marketing strategy is undeniable. No other business func¬ 
tion focuses on developing relationships with customers—the lifeblood of all organiza¬ 
tions (even non-profits). This statement does not diminish the importance of other 
business functions, as they all are necessary for an organization to be successful. In fact, 
coordination with other functions is critical to marketing success. However, without cus¬ 
tomers, and marketing programs in place to cultivate customer relationships, no organi¬ 
zation can survive. 


Our Focus 

Given this marketing landscape, Marketing Strategy: Text and Cases, 6 th Edition provides 
a practical, straightforward approach to analyzing, planning, and implementing market¬ 
ing strategies. Our focus is based on the creative process involved in applying the knowl¬ 
edge and concepts of marketing to the development and implementation of marketing 
strategy. Our goal is to encourage students of marketing to think and act like a marketer. 
By discussing the key concepts and tools of marketing strategy, our emphasis on critical 
thinking, both analytical and creative, allows students to understand the essence of how 
marketing decisions fit together to create a coherent strategy. 
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xviii Preface 


Our approach in Marketing Strategy: Text and Cases, 6 th Edition is also grounded in 
the development and execution of the marketing plan. Throughout the text, we provide a 
comprehensive planning framework based on conducting sound background research, 
developing market capabilities and competitive advantages, designing integrated market¬ 
ing programs, and managing customer relationships for the long term. We also empha¬ 
size the need for integrity in the strategic planning process, as well as the design of 
marketing programs that are both ethical and socially responsible. We also stress the in¬ 
tegration and coordination of marketing decisions with other functional business deci¬ 
sions as the key to achieving an organization’s overall mission and vision. Throughout 
the text, we offer examples of successful planning and implementation to illustrate how 
firms face the challenges of marketing strategy in today’s economy. 

Purpose 

We view strategic marketing planning not only as a process for achieving organizational 
goals, but also as a means of building long-term relationships with customers. Creating a 
customer orientation takes imagination, vision, and courage, especially in today’s rapidly 
changing economic and technological environments. To help meet these challenges, our 
text approaches marketing strategy from both “traditional” and “cutting-edge” practices. 
We cover topics such as segmentation, creating a competitive advantage, marketing pro¬ 
gram development, and the implementation process with a solid grounding in traditional 
marketing, but also with an eye toward emerging practices. Lessons learned from the 
rise, fall, and reemergence of the dotcom sector, recent corporate scandals, and the 
most recent economic recession illustrate the importance of balancing the traditional 
and emerging practices of marketing strategy. Our text never loses sight of this balance. 

Although our approach allows for the use of sophisticated research and decision¬ 
making processes, we have employed a practical perspective that permits marketing man¬ 
agers in any size organization to develop and implement a marketing plan. We have avoided 
esoteric, abstract, and highly academic material that does not relate to typical marketing 
strategy decisions in most organizations. The marketing plan framework that we utilize 
throughout the text has been used by a number of organizations to successfully plan their 
marketing strategies. Many companies report great success in using our approach partially 
due to the ease of communicating the plan to all functional areas of the business. 

Target Audience 

Our text is relevant for a number of educational environments, including undergraduate, 
graduate, and corporate training courses. At the undergraduate level, our text is appro¬ 
priate for the capstone course or any upper-level integrating course such as “Marketing 
Management,” “Marketing Strategy,” or “Marketing Policy.” At this level, the text pro¬ 
vides an excellent framework to use with our included text-based cases, live-client cases, 
or a computer simulation. At the graduate level, our text is appropriate for courses ad¬ 
dressing strategic marketing planning, competitive marketing strategies, or as a supple¬ 
ment for any simulation-based course. A growing segment of the market, corporate 
training, can utilize our text when educating business professionals interested in develop¬ 
ing marketing plans of their own, or interpreting and implementing the plans of others. 

Each of the twenty cases included in our text describes the strategic situations of 
real-world, identifiable organizations. Because these cases feature real situations, instruc¬ 
tors have the option of using the case material as published, or they may give students 
the opportunity to update the cases by conducting research to find the latest informa¬ 
tion. Many additional resources for students and instructors can be found at our text’s 
companion website, 
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Preface xix 


Key Features of the 6 th Edition 

The key features of Marketing Strategy. Text and Cases, 6 th Edition include: 

Revised and expanded coverage throughout the text of recent events in marketing 
practice by well-known global companies. 

A focus on the integration of the traditional marketing mix elements (product, price, 
distribution, and promotion) into a consistent marketing program. Consequently, the 
four separate marketing mix chapters have been condensed into a single chapter. 

A new chapter on Branding and Positioning (Chapter 7) that adds increased empha¬ 
sis on using every element of the marketing program to achieve branding and posi¬ 
tioning success. 

Five new cases written specifically for our text: 

• Case 2, “Apple’s Winning Marketing Strategy,” focuses on Apple’s phenomenal 
rise to prominence through the use of masterful marketing, an entrepreneurial 
spirit, and “cool” branding. 

• Case 9, “Chevrolet: 100 Years of Product Innovation,” looks at Chevrolet’s use of 
product innovation and branding to create practical, sporty, and affordable auto¬ 
motive products that compete with strong domestic and foreign manufacturers. 

• Case 10, “Wyndham Worldwide Adopts a Stakeholder Orientation Marketing 
Strategy,” examines how Wyndham’s focus on stakeholder orientation has posi¬ 
tioned the company as a global brand that is synonymous with quality, ethical 
leadership, customer satisfaction, and sustainability. 

• Case 13, “Zappos: Delivering Happiness,” explores the company’s unique busi¬ 
ness model and corporate culture, and how they influence its relationships with 
customers, employees, the environment, and its communities. 

• Case 15, “Netflix Fights to Stay Ahead of a Rapidly Changing Market,” looks at 
how the dominant rent-by-mail and video streaming company bested its chief 
rival, Blockbuster, and how the company must prepare for an uncertain future 
as the DVD rental sector approaches the end of its life cycle. 

A complete revision of the twelve cases that have been carried over from the 5 th edition 
of our text: 

• Case 1, “ USA Today: Innovation in an Evolving Industry,” explores how the na¬ 
tion’s largest daily newspaper has used continuous innovation to stay ahead of the 
technological and sociocultural shifts that threaten the very existence of the news¬ 
paper industry. 

• Case 3, “Monsanto Balances the Interests of Multiple Stakeholders,” focuses on 
Monsanto’s shift from a chemical company to one focused on biotechnology, and 
the resulting stakeholder concerns about safety and the environment that come 
with such a change. 

• Case 4, “New Belgium Brewing (A): Gaining Competitive Advantage Through 
Socially Responsible Marketing,” shows how a firm can use social responsibility 
and customer intimacy as key competitive advantages in the highly competitive 
craft beer market. 

• Case 5, “New Belgium Brewing (B): Developing a Brand Personality,” explains 
how New Belgium expanded its branding and communication strategy after the 
development of its “Brand Manifesto.” 

• Case 6, “Mattel Confronts Its Marketing Challenges,” looks at the threats that 
Mattel faces in its ongoing global operations, including changing customer pre¬ 
ferences, competition, product liability, and declining sales. 
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• Case 7, “Mistine: Direct Selling in the Thai Cosmetics Market,” explores how 
Mistine’s value-based positioning moved the company to the top of the direct 
selling cosmetics market in Thailand. 

• Case 8, “BP Struggles to Repair Its Tarnished Reputation” considers how BP’s 
growing reputation for sustainability was tarnished by the Gulf oil spill disaster. 

• Case 11, “NASCAR: Can’t Keep a Good Brand Down,” looks at NASCAR’s 
marketing and branding successes and its newfound struggles to remain on top 
of the motorsports market and the #1 spectator sport in the U.S. 

• Case 12, “IndyCar: Seeking a Return to Motorsports’ Fast Lane,” is an excellent 
companion to the NASCAR case. The case examines the reunification of U.S. 
open wheel racing and how the new IRL must reconnect with fans to improve 
its standing in the U.S. motorsports market. 

• Case 14, “Sigma Marketing: Strategic Marketing Adaptation,” explores the in¬ 
novation and market adaptation of this small, family-owned business as it grew 
from a regional printing company to a global specialty advertising firm. 

• Case 16, “Gillette: Why Innovation May Not Be Enough,” examines Gillette’s 
history of product and marketing innovation, and how past success may not be 
enough to maintain supremacy in the global razor market. 

• Case 17, “IKEA Slowly Expands Its U.S. Market Presence,” discusses how 
IKEA’s strategy of operational excellence may stand in the way of further 
expansion into the U.S. furniture and home furnishings market. 

The inclusion of three new outside cases from the Ivey School of Business at the 
University of Western Ontario: 

• Case 18, “Sushilicious: Standing Out in a Crowded Field,” examines the use of 
social media in the marketing campaign for a California sushi restaurant. 

• Case 19, “Trouble Brews at Starbucks,” looks at how the company’s rapid 
expansion actually worked against its long-term brand positioning and equity. 

• Case 20, “Groupon,” explores the rapid growth of the online coupon company, 
its business model, and whether its future growth could depend on finding a 
business partner to bring needed resources and capabilities to the table. 

Our complete case package provides up-to-date coverage of topics that are important 
and relevant to marketing practice in the 21 st century. These topics include innova¬ 
tion, social responsibility, sustainability, global sourcing, technology, corporate affairs, 
and entrepreneurship. 

An updated set of Marketing Plan Worksheets, provided in the Appendix. The work¬ 
sheets reflect a concise approach to marketing plan development. However, the work¬ 
sheets are comprehensive in scope to help ensure that students and/or managers do 
not omit important issues in developing strategic marketing plans. 

A continued user-friendly writing style that covers essential points without heavy use 
of jargon. The text has also been reduced from 12 chapters to 10 chapters without a 
loss in coverage. 

Instructor Resources 

The Instructor Resource materials for the 6 th edition have been updated to match the 
new organization of the text. These materials are available via an Instructor’s Resource 
CD-ROM or online at the password-protected instructor’s resource website. 
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These materials include: 

A revised PowerPoint package, which incorporates lecture outlines and summary of 
key points, as well as select figures and tables from the text. 

An updated Instructor’s Manual, which includes the following: 

• Chapter lecture outlines—These outlines for each chapter may be used to 
quickly review chapter content before class or to gain an overview of the entire 
text. The outlines can also be used by instructors to add their own personal 
notes and examples before class. 

• Case teaching notes—Our teaching notes use a consistent format to help in¬ 
structors evaluate cases before use, or to assist instructors in leading case analy¬ 
sis and class discussion. Although there are many different approaches to using 
cases, our notes will help instructors identify key issues and alternatives as they 
relate to the content of the case and corresponding text chapters. 

An updated Test Bank. These examination materials include a variety of multiple 
choice, true/false, and discussion questions. The Test Bank questions vary in levels of 
difficulty, and meet a full range of tagging requirements, so that instructors can tailor 
their testing to meet their specific needs. 

The updated instructor’s resource website supports the text and cases. In addition to 
the instructor resources already mentioned, instructors will find lecture outlines, case 
teaching notes, and sample syllabi for use in their classes. 

Student Resources 

Our primary student resource is contained within the text. The Appendix includes a de¬ 
tailed set of marketing plan worksheets that assist students in developing marketing 
plans. The remaining student resources can be found online at our website: 

A downloadable Microsoft Word version of the Marketing Plan Worksheets found in 
the Appendix. The worksheets are designed so students can fill-in material and edit 
the worksheets outside of class. 

Example marketing plans to help illustrate the format and writing style used in cre¬ 
ating an actual marketing plan document. 

A downloadable Microsoft Word version of the Lessons from each chapter. This doc¬ 
ument provides a complete outline of each chapter so that students may add to and 
edit the lessons outside of class. Alternatively, the file can be used during class as a 
way to organize note taking. 

Online exercises for each chapter. These exercises allow students to practice the con¬ 
cepts learned in class. 

Online quizzes for each chapter. These quizzes help students prepare for course exams. 
A tutorial on how to perform a case analysis. The tutorial provides a suggested way to 
conduct cases analyses. Instructors may use this tutorial or provide one of their own. 
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CHAPTER 

Marketing in Today's 
Economy 


Introduction 

As noted in the opening Beyond the Pages 1.1 story, competing in today’s economy 
means finding ways to break out of commodity status to meet customers’ needs better 
than competing firms. All organizations—both for-profit and nonprofit—require 
effective planning and a sound marketing strategy to do this effectively. Without 
these efforts, organizations would not be able to satisfy customers or meet the needs 
of other stakeholders. For example, having an effective marketing strategy allows 
Apple to develop popular products, such as the iPhone, iPad, and its MacBook line 
of notebook computers. Further, effective planning and strategy allows Cola-Cola to 
continue its leadership in soft drinks, make a key acquisition in its purchase of the 
Vitamin Water brand, all the while continuing its expansion into the lucrative 
Chinese market. These and other organizations use sound marketing strategy to 
leverage their strengths and capitalize on opportunities that exist in the market. 
Every organization—from your favorite local restaurant to giant multinational 
corporations; from city, state, and federal governments, to charities such as Habitat 
for Humanity and the American Red Cross—develops and implements marketing 
strategies. 

How organizations plan, develop, and implement marketing strategies is the 
focus of this book. To achieve this focus, we provide a systematic process for 
developing customer-oriented marketing strategies and marketing plans that 
match an organization to its internal and external environments. Our approach 
focuses on real-world applications and practical methods of marketing planning, 
including the process of developing a marketing plan. The chapters of this book 
focus on the steps of this process. Our goal is to give the reader a deeper 
understanding of marketing planning, the ability to organize the vast amount of 
information needed to complete the planning process, and an actual feel for the 
development of marketing plans. 

In this first chapter, we review some of the major challenges and opportunities 
that exist in planning marketing strategy in today’s economy. We also review the 
nature and scope of major marketing activities and decisions that occur 
throughout the planning process. Finally, we look at some of the major 
challenges involved in developing marketing strategy. 
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Beyond the Pages 1.1 

Thriving in Commodity Hell 1 


Have you noticed that regardless of the industry, 
most goods and services offered by competing com¬ 
panies are eerily the same? Most household appli¬ 
ances, such as refrigerators, washing machines, and 
stoves, offer the same basic features and come in 
white, beige, black, or stainless steel. Virtually all 
Android-based smartphones offer the same features 
at similar prices. Even airline flights from New York 
to Los Angeles are essentially the same. Everywhere 
you look, most companies offer the same basic pro¬ 
ducts to the same customer groups at roughly the 
same prices. This situation is referred to as "com¬ 
modity hell" and it's a tough situation for most com¬ 
panies. Commoditization is everywhere and is the 
result of mature markets where goods and services 
lack any real means of differentiation. Unfortunately 
for companies, when customers begin to see all com¬ 
peting products as offering roughly the same bene¬ 
fits, price is the only thing that matters. 

Commoditization is a consequence of mature 
industries where slowing innovation, extensive prod¬ 
uct assortment, excess supply, and frugal consumers 
force margins to the floor. Since firms have few com¬ 
petitive differences, they are unable to increase mar¬ 
gins. They must also spend a great deal on promotion 
to attract new customers. This situation makes firms 
more vulnerable to the entry of new competitors. 
Consider the airline industry. Notwithstanding a few 
minor differences, most air travelers see all airlines 
as being roughly the same. They all get passengers 
from Point A to Point B while offering the same 
basic customer services. This makes price the driving 
force in consumer decision-making and allows dis¬ 
count airlines such as Southwest and Jet Blue to 
steal customers away from traditional full-service car¬ 
riers. This same precarious situation exists in a broad 
range of industries including telephone service, 
hotels, packaged goods, automobiles, household 
appliances, and retailing. 

As you might expect, low price leaders can do 
quite well in commoditized markets. Southwest, for 
example, was profitable for over 33 years until the 
economic recession hit the industry hard in 2008. 


Today, Southwest is expanding routes by acquiring 
rival companies (such as AirTran). The company also 
stands apart from others with its innovative "No Bag 
Fees" promotional campaign. Other firms, however, 
avoid commodity status through the most basic of 
marketing tactics: brand building. Here, firms break 
free from commodity status by developing a distinc¬ 
tive brand position that separates them and their pro¬ 
ducts from the competition. Firms that come to mind 
are Apple, Coca-Cola, and Chick-fil-A. By offering 
compelling reasons for consumers to buy products, 
brand building allows firms to increase margins. 
Apple, in particular, enjoys the highest profit margins 
of any firm in the technology sector. 

Starbucks is another case in point. Starbucks 
clearly sells one of the most commoditized, ubiqui¬ 
tous products of all time: coffee. Starbucks Chair¬ 
man Howard Schultz, however, does not accept 
that his firm is in the coffee business. Instead, 
Schultz sees Starbucks as a "third place" to hang 
out (with home and work being number 1 and num¬ 
ber 2, respectively). Through this mentality. Star- 
bucks offers its customers much more than coffee, 
including wireless Internet access, music, food, and 
relaxation. Starbucks has continued its brand¬ 
building activities by introducing breakfast combos, 
an instant coffee (Via), and the continued push of its 
Seattle's Best brand into restaurants, offices, hospi¬ 
tals, and vending machines. 

Getting out of commodity hell is not an easy feat. 
To do so, firms must give consumers a compelling 
reason to buy their products over competing pro¬ 
ducts. Ultimately, winning the commodity game is 
all about innovation. Consider the firms that top 
BusinessWeek's list of the World's Most Innovative 
Companies for 2011 (in order): Apple, Twitter, Facebook, 
Nissan, Groupon, and Google. Each of these companies 
offers innovative products, processes, or experiences 
that stand apart from the competition; yet each 
competes in mature industries known for commoditiza¬ 
tion. These companies prove that innovation and 
good marketing strategy are the antidotes for 
commodity hell. 
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The Challenges and Opportunities of Marketing 
in Today's Economy 

Traditional ideas about marketing strategy began to change forever during the mid 
1990s. Advances in computer, communication, and information technology forever 
changed the world and the ways that marketers reach potential customers. The collapse 
of the dot-com bubble in the late 1990s was followed by a historic collapse of the world¬ 
wide economy in 2008. The powerhouse companies of the past have weakened and lost 
relevance in an economy marked by constant change and consumer skepticism. Consider 
these fundamental changes to marketing and business practice, as well as our own per¬ 
sonal buying behavior: 

Power Shift to Customers. Perhaps the single most important change during the last 
two decades is the shift in power from marketers to consumers. Rather than 
businesses having the ability to manipulate customers via technology, customers often 
manipulate businesses because of their access to information, the ability to 
comparison shop, and the control they have over spending. Individual consumers and 
business customers can compare prices and product specifications in a matter of 
minutes. Using a smartphone and the Amazon app, customers can walk Target’s 
aisles, scan bar codes to check prices on Amazon, and order items for two-day 
delivery while in the store. In other cases, customers are able to set their own prices, 
such as purchasing airline tickets at Priceline.com. Customers can now interact with 
one another, as merchants such as Amazon and eBay allow customers to share 
opinions on product quality and supplier reliability. As power continues to shift to 
customers, marketers have little choice but to ensure that their products are unique 
and of high quality, thereby giving customers a reason to purchase their products and 
remain loyal to them. 

Massive Increase in Product Selection. The variety and assortment of goods and 
services offered for sale on the Internet and in traditional stores is staggering. In 
grocery stores alone, customers are faced with countless options in the cereal and soft 
drink aisles. The growth in online retailing now allows customers to purchase a car 
from CarsDirect, handmade, exotic gifts from Mojo Tree ( )jotree.co.u ), or a 



Consumers can instantly find competitors’ prices while in the store. 
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case of their favorite wine from Wine.com. Increased transaction efficiency (e.g., 24/7 
access, delivery to home or office) allows customers to fulfill their needs more easily 
and conveniently than ever before. Furthermore, the vast amounts of information 
available online has changed the way we communicate, read the news, and entertain 
ourselves. Customers can now have the news delivered to them automatically via 
smartphone apps, such as Flipboard, that pull from hundreds of sources. This radical 
increase in product selection and availability has exposed marketers to inroads by 
competitors from every corner of the globe. 

Audience and Media Fragmentation. Changes in media usage and the availability of 
new media outlets have forced marketers to rethink the way they communicate with 
potential customers. Since the advent of cable television in the 1970s, mass media 
audiences have become increasingly fragmented. Television audiences, for example, 
shifted from the big three networks (ABC, CBS, NBC) and began watching 
programming on ESPN, HGTV, Nickelodeon, and the Discovery Channel. When the 
growth of the Internet, satellite radio, and mobile communication is added to this 
mix, it becomes increasingly difficult for marketers to reach a true mass audience. 
Media audiences have become fragmented due to (1) the sheer number of media 
choices we have available today, and (2) the limited time we have to devote to any 
one medium. Today, customers increasingly get information and news from Facebook 
and Twitter rather than the New York Times or CBS. They spend a growing amount 
of time online or interacting with handheld devices than they do reading magazines 
or watching television. As shown in Exhibit 1.1, consumer usage of traditional media 
is declining, while the usage of Internet and mobile media is on the rise. However, 
despite the challenge of reaching mass audiences today, media fragmentation does 
have a big advantage: It is easier to reach small, highly targeted audiences who are 
more receptive to specific marketing messages. 

Changing Value Propositions. Even before “The Great Recession” began in 2008, 
consumers and business buyers were already facing increasing costs associated with 
energy, gasoline, food, and other essentials. Then, as the economy weakened, buyers 
were forced to tighten their belts and look for other ways to lower expenses. This 
trend actually began after the dot-com collapse as consumers saw for the first time 
that they could bypass some types of firms and do things for themselves. For example, 
travel agents and real estate agents have been hit hard by e-commerce. Many 
customers now turn to Travelocity and Expedia, rather than travel agents, for 


Change in Daily Media Usage by U.S. Adults, 2008-2011 


Percent Change (%) 


Television and Video 

7.9 

Internet 

21.9 

Radio 

-7.8 

Mobile 

103.1 

Newspapers 

-31.8 

Magazines 

-28.0 

Other 

0.0 


Source: Media Literacy Clearinghouse, “Media Use Statistics,” http://www.frankwbaker.com/mediause.htm, 
accessed July 18, 2012. 
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assistance in booking airline tickets, cruises, or hotel stays. A similar change has taken 
place in the real estate industry as buyers are moving their house hunting online, 
while sellers are increasingly taking the “for sale by owner” route. Consequently, 
many marketers learned a tough lesson: In situations where customers see goods and 
services as commodities, they will turn to the most convenient, least-expensive 
alternative. 

Today, many of these same consumers face pay cuts or losing their jobs in addition 
to increased expenses. These and other economic hardships have forced consumer 
and business buyers to rethink value propositions and focus on the importance of 
frugality. The effects on business have been dramatic. For example, Kodak filed for 
Chapter 11 bankruptcy in early 2012 in the face of a highly commoditized market and 
stiff competition from other camera makers and smartphones with much improved 
camera technology. As consumers realized that the best camera was the one they had 
with them (i.e., their smartphones), they began to shy away from traditional camera 
makers like Kodak. 2 A similar shakeout is happening in the book retailing segment. 
Borders, for instance, closed its doors after fierce competition from Barnes & Noble, 
Amazon, Walmart, and Target lured its shoppers away. Likewise, we are just 
beginning to see the effects of e-book readers, like Amazon’s Kindle, and personal 
publishing solutions, such as Apple’s iBooks, on the book publishing industry. 
Because books have become highly commoditized, consumers typically search for the 
lowest prices rather than the fringe benefits offered by traditional bookstores. E-book 
readers add to that by being more ecologically advantageous. This is the essence of 
being frugal, as customers look for ways to cut spending on unnecessary parts of 
their lives. 

Shifting Demand Patterns. In some cases, changes in technology have shifted 
customer demand for certain product categories. News is one well-known example, 
where traditional newspapers are slowing disappearing while online and mobile 
news continues to grow. Now, many newspaper companies have folded, some are on 
the brink of folding, while others have cut publication to only a few days per week. 
Another example is the explosive growth in the digital distribution of music and 
video. The success of Apple’s iPod and iTunes, YouTube, and Netflix, along with the 
continuing integration of television and computers, has dramatically shifted demand 
for the recording and movie industries. Hollywood film studios are grappling with 
soft demand in theatres and the declining popularity of DVDs as customers 
increasingly look for online movie options, or for other forms of entertainment 
such as video games. This trend ultimately led to the demise of Blockbuster video 
in 2011. 

Privacy, Security, and Ethical Concerns. Changes in technology have made our 
society much more open than in the past. As a result, these changes have forced 
marketers to address real concerns about security and privacy, both online and offline. 
Businesses have always collected routine information about their customers. Now, 
customers are much more attuned to these efforts and the purposes for which the 
information will be used. Though customers appreciate the convenience of 
e-commerce and mobile access to information, they want assurances that their 
information is safe and confidential. Concerns over privacy and security are especially 
acute with respect to online businesses such as Facebook, Google, and mobile devices 
that can potentially track every move we make, literally. These same concerns are 
also keen with respect to children. For example, many well-known and respected 
companies, including Mrs. Fields Cookies, Sony BMG, and Hershey Foods, have been 
fined for violating the standards of the Children’s Online Privacy Protection Act 
(COPPA). For example, Playdom, Inc., an online gaming company owned by Disney, 
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EXHIBIT 1.2 The Children’s Online Privacy Protection Act (COPPA) 


The Children’s Online Privacy Protection Act applies to operators of commercial websites and online services that 
attempt to collect personal information from children under the age of 13. The law explains what must be included 
in the firm’s privacy policy, when and how to seek verifiable consent from a parent or guardian, and the firm’s 
responsibilities to protect children’s privacy and safety. Firms cannot evade the law’s provisions by claiming that 
children under 13 cannot visit their sites; nor can they make information optional or ask the visitor’s age. 

In implementing the provisions of COPPA, the FTC issued the Children’s Online Privacy Protection Rule, 
which is designed to give parents control over the information that is collected from their children. The rule 
requires website operators to: 

Post a description of its privacy policy on the site’s homepage and any other area where personal 
information is collected. 

Provide notice to parents about the site’s information collection practices. This full disclosure must 
describe (1) the type of information collected, (2) why the information is being collected, (3) how the 
information will be used and stored, (4) whether the information will be disclosed to third parties, 
and (5) parental rights with regard to information content and usage. 

Obtain verifiable parental consent to the collection and use of a child’s personal information for internal 
use. The operator must also give parents the opportunity to choose not to have this information 
disclosed to third parties. 

Give parents access to their child’s information, give them the right and means to review and/or delete 
this information, and give parents the choice to opt out of the future collection or use of the 
information. 

Not require that children provide more information than is reasonably necessary to participate in an 
activity. Children cannot be required to provide information as a condition of participation. 

Maintain the security, confidentiality, and integrity of all personal information collected from 
children. 

Source: United States Federal Trade Commission, Bureau of Consumer Protection, http://business.ftc.gov/privacy-and-security/ 
children’s-privacy . 


paid a $3 million fine to the Federal Trade Commission for collecting, using, and 
disclosing personal information from children under the age of 13 without their 
parents’ permission. This was the largest civil penalty ever levied for a violation of 
COPPA, which is overviewed in Exhibit 1.2. 3 

Unclear Legal Jurisdiction. When a company does business in more than one 
country (as many Internet-based firms do), that company often faces a dilemma with 
respect to differing legal systems. Today, this difference is especially keen for firms 
that do business in both the U.S. and China. Google, for example, faces a difficult 
situation in dealing with the Chinese government’s censorship demands. Though 
Google is a U.S. firm, it must comply with the Chinese request by operating a 
completely separate search service that censors information considered sensitive by 
the Chinese government. 4 Doing business in China is also an issue with respect to 
protection of intellectual property rights, where Chinese laws do not offer the 
same protections found in the U.S. For example, the U.S. International Trade 
Commission estimates that Chinese piracy costs the U.S. economy in excess of 
$48 billion each year. Most of this is in the information sector, with high-tech and 
manufacturing also showing sizable losses due to infringements of intellectual 
property rights by Chinese firms. 5 
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Another important legal issue involves the collection of sales tax for online 
transactions. In the early days of e-commerce, most online merchants did not collect 
sales taxes for online transactions—giving them a big advantage against store-based 
merchants. In fact, a 1992 U.S. Supreme Court decision exempted out-of-state 
retailers from collecting sales taxes in states where they had no physical presence. 
States countered that they were losing millions in yearly tax revenue, but were 
poorly organized to mount a collection effort. In 2003, major retailers—including 
Walmart, Target, and Toys “R” Us—in an agreement with a consortium of 38 
states and the District of Columbia, agreed to collect online sales taxes. Amazon 
plans to collect sales tax from consumers in an additional eight states over the 
next four years. However, many online merchants still did not charge sales taxes. 
Today, states—much more organized than before—estimate that they lose a 
collective $23 billion per year in lost tax revenue. More than a dozen states have 
passed laws to force the collection of online sales taxes, and similar legislation is 
pending in ten other states. 6 

Although the full effect of these challenges will not be recognized for some time, cir¬ 
cumstances have forced businesses to move ahead by adjusting their marketing activities 
at both the strategic and tactical levels. As we review the major marketing concepts and 
activities in this chapter, we will look at how today’s challenges have affected strategic 
planning in these areas. 


Basic Marketing Concepts 

Marketing is many different things. Many people, especially those not employed in mar¬ 
keting, see marketing as a function of business. From this perspective, marketing paral¬ 
lels other business functions such as production/operations, research, management, 
human resources, and accounting. As a business function, the goal of marketing is to 
connect the organization to its customers. Other individuals, particularly those working 
in marketing jobs, tend to see marketing as a process of managing the flow of products 
from the point of conception to the point of consumption. The field’s major trade orga¬ 
nization, the American Marketing Association, has changed the definition of marketing 
over time to reflect changes in the economic and business environments. From 1985 
until 2005, the AMA defined marketing this way: 

“Marketing is the process of planning and executing the conception, pricing, promotion, 
and distribution of ideas, goods, and services to create exchanges that satisfy individual 
and organizational objectives.” 7 

Note how this definition focuses on the four Ps, or the marketing mix. In 2005, the 
AMA changed the definition to better reflect the realities of competing in the 
marketplace: 

“Marketing is an organizational function and a set of processes for creating, communi¬ 
cating, and delivering value to customers and for managing customer relationships in 
ways that benefit the organization and its stakeholders.” 8 

This definition shifts the focus away from the marketing mix and toward value crea¬ 
tion for customers. In 2007, the AMA changed the definition of marketing again: 

“Marketing is the activity, set of institutions, and processes for creating, communicat¬ 
ing, delivering, and exchanging offerings that have value for customers, clients, partners, 
and society at large.” 9 
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Notice that the changes in the definition are not merely cosmetic in nature. The older 
definitions focused on the process of marketing to deliver value and manage customer 
relationships. The most recent definition shifts from “value” to “offerings that have 
value.” Also, the notion of stakeholders is made more explicit. Why would the AMA 
make these changes? One reason has to do with commoditization as discussed in Beyond 
the Pages 1.1. Breaking free from commodity status means finding ways to differentiate 
the offering. The new definition recognizes that differentiation can come from any part 
of the offering, whereas older conceptualizations of marketing placed the onus of differ¬ 
entiation on the product itself. The second reason has to do with marketing’s broader 
role in today’s corporation. Firms don’t just sell products; they sell the firm as a whole. 
Corporate relationships with partners, media, government, investors, employees, and 
society are every bit as important as relationships with customers. These types of rela¬ 
tionships—which grow and thrive on exceptional value—are an absolute necessity in the 
commodity-driven status of many product markets. While the older definitions of mar¬ 
keting had a decidedly transactional focus, the new definition emphasizes long-term rela¬ 
tionships that provide value for both the firm and its stakeholders. 

A final way to think about marketing relates to meeting human and social needs. This 
broad view links marketing with our standard of living, not only in terms of enhanced 
consumption and prosperity, but also in terms of society’s well being. Through market¬ 
ing activities, consumers can buy cars from South Korea and wines from South Africa; 
and organizations can earn a viable profit, making both employees and shareholders 
happy. However, marketing must also bear responsibility for any negative effects it may 
generate. This view demands that marketers consider the social and ethical implications 
of their actions, and whether they practice good citizenship by giving back to their com¬ 
munities. As exemplified in the New Belgium Brewing case at the end of the text, firms 
can successfully meet human and social needs through socially responsible marketing 
and business practices. 

Let’s take a closer look at several basic marketing concepts. As we will see, ongoing 
changes in today’s economy have forever altered our way of thinking about these foun¬ 
dational aspects of marketing. 


What Is a Market? 

At its most basic level, a market is a collection of buyers and sellers. We tend to think of 
a market as a group of individuals or institutions that have similar needs that can be met 
by a particular product. For example, the housing market is a collection of buyers and 
sellers of residential real estate, while the automobile market includes buyers and sellers 
of automotive transportation. Marketers or sellers tend to use the word “market” to 
describe only the buyers. This basic understanding of a market has not changed in a 
very long time. What has changed, however, is not so much the “what” but the “where” 
of a market; that is, the location of the buyers and sellers. In both consumer markets 
(like housing and automobiles) and business markets (like replacement parts and raw 
materials), the answer to the “where” question is quickly becoming “anywhere” as mar¬ 
kets become less defined by geography. 

Until recently, marketers have considered a market to be a physical location where 
buyers and sellers meet to conduct transactions. Although those venues (e.g., grocery 
stores, malls, flea markets) still exist, technology mediates some of the fastest growing 
markets. The term marketspace has been coined to describe these electronic marketplaces 
unbound by time or space. 10 In a marketspace, physical goods, services, and information 
are exchanged through computer networks. Some of the largest marketspaces, such as 
Amazon, eBay, and Monster, are now household names. In fact, Amazon has become 
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the marketspace equivalent of a shopping mall as the company now sells shoes, apparel, 
jewelry, beauty aids, and sporting goods in addition to its traditional offerings of books 
and electronics. Marketspaces also exist in the business-to-business realm. The shift from 
marketplaces to marketspaces has significant ramifications for marketers. The fact that 
customers can shop, place orders, and exchange information 24/7 means that these busi¬ 
nesses must be capable of operating in that same time frame. In effect, marketspace 
operators never take a break at closing time—they never close. It also means that firms 
lose some control over the information that is disseminated about their company or pro¬ 
ducts. Through blogs, discussion forums, or even Twitter, customers can exchange infor¬ 
mation about a marketspace outside the marketspace itself. Furthermore, the substitution 
of technology for human interaction can be both a blessing and a curse. Some market- 
spaces, like CarsDirect, are successful because they eliminate the hassle of dealing with 
another human in the buying process. Many customers, however, have been slow to 
embrace marketspaces because they lack the human element. In these cases, the design 
and implementation of the online experience is a serious challenge for marketspace 
operators. Finally, the wealth of information available through today’s marketspaces not 
only makes customers more educated than ever before, it also gives customers increased 
power through comparison shopping and price negotiation. 

Another interesting shift related to markets is the advent of metamarkets and meta- 
mediaries. A metamarket is a cluster of closely related goods and services that center 
around a specific consumption activity. A metamediary provides a single access point 
where buyers can locate and contact many different sellers in the metamarket. 11 Assume 
for example that you are engaged to be married. How many different buying decisions 
will you and your fiance have to make in the coming months? How many newspaper 
ads, websites, and magazines will you explore? Although the businesses and decisions 
are diverse, they all converge on the single theme of wedding planning. This is the driv¬ 
ing principle behind a metamarket. Exhibit 1.3 shows examples of common metamarkets 
and metamediaries. Although customers don’t use these terms, they fully understand 
the concept of finding information and solutions in one place. For example, iVillage 
( ivillage.coi ) has become the Internet’s preeminent metamediary with respect to 
women’s issues. One of its most popular sections deals with pregnancy and parenting, 
which has become the first stop for many anxious parents in need of advice. Metamedi¬ 
aries like iVillage fulfill a vital need by offering quick access and one-stop shopping to a 
wide variety of information, goods, and services. 

What Is Exchange? 

Closely related to the concept of a market, our ideas about exchange have changed in 
recent years. Exchange is traditionally defined as the process of obtaining something of 
value from someone by offering something in return; this usually entails obtaining pro¬ 
ducts for money. For exchange to occur, five conditions must be met: 

1. There must be at least two parties to the exchange. Although this has always been 
the case, the exchange process today can potentially include an unlimited number of 
participants. Online auctions provide a good example. Customers who bid on an 
item at eBay may be one of many participants to the exchange process. Each partici¬ 
pant changes the process for the others, as well as the ultimate outcome for the win¬ 
ning bidder. Some auctions include multiple quantities of an item, so the potential 
exists for multiple transactions within a single auction process. 

2. Each party has something of value to the other party. Exchange would be possible, 
but not very likely, without this basic requirement. The Internet has exposed us to a 
vast array of goods and services that we did not know existed previously. Today, not 
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EXHIBIT .3 Common Metamarkets and Participants 



Metamarkets 



Automotive 

Home Ownership 

Parenting 

Metamediaries 

www.edmunds.com 

www.realtor.com 

www.ivillage.com/ 


http://autos.msn.com 

http://realestate.msn. 

pregnancy- 


www.carsdirect.com 

com 

parenting 


www.kbb.com 

www.bhg.com 

www.parenting. 

com 

Metamarket 

Buyers 

Homeowners 

Parents 

Participants 

Manufacturers 

Builders 

Doctors 


Car dealerships 

Real estate agents 

Retailers 


Banks 

Mortgage companies 

Baby supply 


Credit unions 

Insurance companies 

manufacturers 


Credit reporting services 

Home inspectors and 

Insurance firms 


Insurance firms 

appraisers 

Financial planners 


Rating services 

Pest control services 

Educational 


Magazines 

Magazines 

providers 


Television programs 

Television programs 

Toy manufacturers 

© Cengage Learning 2013 

Aftermarket parts/accessories 
Repair services 

Car rental firms 

Auction houses 

Retailers 

Television 

programs 

Movies 


only can we buy a television or stereo receiver from a local merchant; we also have 
access to hundreds of online merchants. Furthermore, the ability to comparison 
shop products and their prices allows customers to seek out the best value. 

3. Each party must be capable of communication and delivery. The advantages of 
today’s communication and distribution infrastructure are amazing. We can find 
and communicate with potential exchange partners anywhere and anytime via tele¬ 
phone, computers, interactive television, and smartphones. We can also conduct 
arm’s-length transactions in real time, with delivery of exchanged items occurring in 
a matter of hours if necessary. For example, you can text message an order to Pizza 
Hut on your way home from work. 

4. Each party must be free to accept or reject the exchange. In the online world, this 
condition of exchange becomes a bit more complicated. Customers have grown 
accustomed to the ease with which they can return items to local merchants. Easy 
return policies are among the major strengths of traditional offline merchants. 
Returning items is more difficult with online transactions. In some cases, the ability 
to reject an exchange is not allowed in online transactions. Ordering airline tickets on 
Priceline.com and winning a bid on an item at eBay are contractually binding acts 
for the customer. Apple has a no refunds policy in its App Store. In other words, once 
the actual purchasing process has started, the customer is not free to reject the 
exchange. 

5. Each party believes it is desirable to exchange with the other party. Customers typ¬ 
ically have a great deal of information about, or even a history with, offline 
merchants. In online exchange, customers often know nothing about the other party. 
To help resolve this issue, a number of third-party firms have stepped in to provide 
ratings and opinions about online merchants. Sites like BizRate.com and Epinions.com 
not only provide these ratings, they also provide product ratings and serve as shopping 
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portals. eBay and Amazon go one step further by allowing buyers and sellers to rate each 
other. This gives both parties to the exchange process some assurance that reputable 
individuals or organizations exist on the other side of the transaction. 

The bottom line is that exchange has become all too easy in today’s economy. Oppor¬ 
tunities for exchange bombard us virtually everywhere we go. Customers don’t even have 
to trouble themselves with giving credit cards or completing forms for shipping informa¬ 
tion. Most online merchants will remember this information for us if we let them. For 
example, Amazon’s 1-Click ordering feature allows customers to purchase products 
with a single mouse click. 12 The ease with which exchange can occur today presents a 
problem in that individuals who do not have the authority to exchange can still complete 
transactions. This is especially true for underage customers. 


What Is a Product? 

It should come as no surprise that the primary focus of marketing is the customer and 
how the organization can design and deliver products that meet customers’ needs. Orga¬ 
nizations create essentially all marketing activities as a means toward this end; this 
includes product design, pricing, promotion, and distribution. In short, an organization 
would have no reason to exist without customers and a product to offer them. 

But what exactly is a product? A very simple definition is that a product is something 
that can be acquired via exchange to satisfy a need or a want. This definition permits us 
to classify a broad number of “things” as products: 13 

Goods. Goods are tangible items ranging from canned food to fighter jets, from sports 
memorabilia to used clothing. The marketing of tangible goods is arguably one of the 
most widely recognizable business activities in the world. 

Services. Services are intangible products consisting of acts or deeds directed towards 
people or their possessions. Banks, hospitals, lawyers, package delivery companies, 
airlines, hotels, repair technicians, nannies, housekeepers, consultants, and taxi drivers 
all offer services. Services, rather than tangible goods, dominate modern economies 
like the U.S. economy. 

Ideas. Ideas include issues aimed at promoting a benefit for the customer. Examples 
include cause-related or charitable organizations such as the Red Cross, the American 
Cancer Society, Mothers Against Drunk Drivers, or the American Legacy 
Foundation’s campaign against smoking. 14 

Information. Marketers of information include websites, magazine and book 
publishers, schools and universities, research firms, churches, and charitable 
organizations. Examples include iTunesU, Khan Academy, and the popular TED 
Talks website. 15 In the digital age, the production and distribution of information has 
become a vital part of our economy. 

Digital Products. Digital products, such as software, music, and movies are among 
the most profitable in our economy. Advancements in technology have also wreaked 
havoc in these industries because pirates can easily copy and redistribute digital 
products in violation of copyright law. Digital products are interesting because 
content producers grant customers a license to use them, rather than outright 
ownership. 

People. The individual promotion of people, such as athletes or celebrities, is a huge 
business around the world. The exchange and trading of professional athletes takes 
place in a complex system of drafts, contracts, and free agency. Other professions, 
such as politicians, actors, professional speakers, and news reporters, also engage in 
people marketing. 
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Places. When we think of the marketing of a place, we usually think of vacation 
destinations like Rome or Orlando. However, the marketing of places is quite diverse. 
Cities, states, and nations all market themselves to tourists, businesses, and potential 
residents. The state of Alabama, for example, has done quite well in attracting direct 
investment by foreign firms. Over the last twenty years, Alabama has landed assembly 
plants from Mercedes, Honda, and Hyundai, as well as many different parts plants 
and related firms. It’s no wonder that some people think of Alabama as the new 
Detroit. 16 

Experiences and Events. Marketers can bring together a combination of goods, 
services, ideas, information, or people to create one-of-a-kind experiences or single 
events. Examples include theme parks such as Disney World and Universal Studios, 
sporting events like the Daytona 500 or the Super Bowl, or stage and musical 
performances like The Phantom of the Opera or a concert by Rihanna. 

Real or Financial Property. The exchange of stocks, bonds, and real estate, once 
marketed completely offline via real estate agents and investment companies, now 
occurs increasingly online. For example, Realtor.com is the nation’s largest real estate 
listing service, with almost 4 million searchable listings. Likewise, Schwab.com is the 
world’s largest and top-rated online brokerage. 

Organizations. Virtually all organizations strive to create favorable images with the 
public—not only to increase sales or inquiries, but also to generate customer goodwill. 
In this sense, General Electric is no different than the United Way: Both seek to 
enhance their images in order to attract more people (customers, volunteers, and 
clients) and money (sales, profit, and donations). 

We should note that the products in this list are not mutually exclusive. For example, 
firms that sell tangible goods almost always sell services to supplement their offerings, 
and vice versa. Charitable organizations simultaneously market themselves, their ideas, 
and the information that they provide. Finally, special events like the Daytona 500 com¬ 
bine people (drivers), a place (Daytona), an event (the race), organizations (sponsors), 
and goods (souvenirs) to create a memorable and unique experience for race fans. 

To effectively meet the needs of their customers and fulfill organizational objectives, 
marketers must be astute in creating products and combining them in ways that make 
them unique from other offerings. A customer’s decision to purchase one product or 
group of products over another is primarily a function of how well that choice will fulfill 
their needs and satisfy their wants. Economists use the term utility to describe the ability 
of a product to satisfy a customer’s desires. Customers usually seek out exchanges with 
marketers who offer products that are high in one or more of these five types of utility: 

Form Utility. Products high in form utility have attributes or features that set them 
apart from the competition. Often these differences result from the use of high quality 
raw materials, ingredients, or components; or from the use of highly efficient 
production processes. For example, Ruth’s Chris Steakhouse, considered by many to 
be one of the nation’s top chain restaurants, provides higher form utility than other 
national chains because of the quality of beef they use. Papa John’s Pizza even stresses 
form utility in its slogan “Better Ingredients. Better Pizza.” In many product 
categories, higher priced product lines offer more form utility because they have more 
features or bells-and-whistles. Luxury cars are a good example. 

Time Utility. Products high in time utility are available when customers want them. 
Typically, this means that products are available now rather than later. Grocery stores, 
restaurants, and other retailers that are open around the clock provide exceptional 
time utility. Often the most successful restaurants around college campuses are those 
that are open 24/7. Many customers are also willing to pay more for products 
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available in a shorter time frame (such as overnight delivery via FedEx) or for 
products available at the most convenient times (such as midmorning airline flights). 
Place Utility. Products high in place utility are available where customers want them, 
which is typically wherever the customer happens to be at that moment (such as 
grocery delivery to a home) or where the product needs to be at that moment (such 
as florist delivery to a work place). Home delivery of anything (especially pizza), 
convenience stores, vending machines, and e-commerce are examples of good place 
utility. Products that are high in both time and place utility are exceptionally valuable 
to customers because they provide the utmost in convenience. 

Possession Utility. Possession utility deals with the transfer of ownership or title from 
marketer to customer. Products higher in possession utility are more satisfying 
because marketers make them easier to acquire. Marketers often combine 
supplemental services with tangible goods to increase possession utility. For example, 
furniture stores that offer easy credit terms and home delivery enhance the possession 
utility of their goods. In fact, any merchant that accepts credit cards enhances 
possession utility for customers that do not carry cash or checks. Expensive products, 
like a home or a new factory, require acceptable financing arrangements to complete 
the exchange process. 

Psychological Utility. Products high in psychological utility deliver positive 
experiential or psychological attributes that customers find satisfying. Sporting events 
often fall into this category, especially when the competition is based on an intense 
rivalry. The atmosphere, energy, and excitement associated with being at the game 
can all create psychological benefits for customers. Conversely, a product might offer 
exceptional psychological utility because it lacks negative experiential or psychological 
attributes. For example, a vacation to the beach or the mountains might offer more 
psychological utility to some customers because it is seen as less stressful than a 
vacation to Disney World. 

The strategic and tactical planning of marketing activities involves the important basic 
concepts we have explored in this section. Marketers often struggle with finding and 
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reaching the appropriate markets for their products. In other cases, the market is easily 
accessible, but the product is wrong or does not offer customers a compelling reason 
to purchase it. The ability to match markets and products in a way that satisfies both 
customer and organizational objectives is truly an art and a science. Doing so in an 
environment of never-ending change creates both opportunities and challenges for even 
the strongest and most respected organizations. As described in Beyond the Pages 1.2, 
Walmart, P&G, and Hulu have found ways to maintain innovative marketing during 
tough economic times. 

The process of planning marketing activities to achieve these ends is the focus of this 
book. As we turn our attention to an overview of major marketing activities and deci¬ 
sions, we also want to lay out the structure of the text. The chapters roughly coincide 
with the major activities involved in developing marketing strategy and writing a market¬ 
ing plan. Although our approach is orderly and straightforward, it provides a holistic 
representation of the marketing planning process from one period to the next. As we 
will see, marketing planning is an evolving process that has no definite beginning or end¬ 
ing point. 


Major Marketing Activities and Decisions 

Organizations must deal with a number of activities and decisions in marketing their 
products to customers. These activities vary in both complexity and scope. Whether the 
issue is a local restaurant’s change in copy for a newspaper ad, or a large multinational 
firm launching a new product in a foreign market, all marketing activities have one thing 
in common: They aim to give customers a reason to buy the organization’s product. In 
this section, we briefly introduce the activities and decisions that will be the focus of the 
remaining chapters of this book. 

Strategic Planning 

If an organization is to have any chance of reaching its goals and objectives, it must have 
a game plan or road map for getting there. A strategy, in effect, outlines the organiza¬ 
tion’s game plan for success. Effective marketing requires sound strategic planning at a 
number of levels in an organization. At the top levels of the organization, planners con¬ 
cern themselves with macro issues such as the corporate mission, management of the 
mix of strategic business units, resource acquisition and assignments, and corporate pol¬ 
icy decisions. Planners at the middle levels, typically a division or strategic business unit, 
concern themselves with similar issues, but focus on those that pertain to their particular 
product/market. Strategic planning at the lower levels of an organization is much more 
tactical in nature. Here, planners concern themselves with the development of marketing 
plans—more specific game plans for connecting products and markets in ways that sat¬ 
isfy both organizational and customer objectives. 

Although this book is essentially about strategic planning, it focuses on tactical plan¬ 
ning and the development of the marketing plan. Tactical planning addresses specific 
markets or market segments and the development of marketing programs that will fulfill 
the needs of customers in those markets. The marketing plan provides the outline for 
how the organization will combine product, pricing, distribution, and promotion deci¬ 
sions to create an offering that customers will find attractive. The marketing plan also 
addresses the implementation, control, and refinement of these decisions. 

To stand a reasonable chance for success, marketing plans should be developed 
with a keen appreciation of how they fit into the strategic plans of the middle- and 
upper-levels of the firm. In Chapter 2, we discuss the connection among corporate, 
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Beyond the Pages 1.2 

Innovative Marketing Strategies for a Tough Economy 17 


Innovation has long been considered the lifeblood of 
business, especially in terms of growth and new mar¬ 
ket opportunities. Unfortunately, our economy's most 
recent struggles have made it difficult for companies 
to maintain the pace of innovation they have enjoyed 
over the past decade. The reason is purely financial: It 
is hard to be innovative when you are forced to cut 
costs, layoff employees, close plants, and maintain 
market standing. The same is true for consumers as 
they have reigned in spending due to the economy. 

Still, some companies have managed to maintain 
their creativity and innovation even in a weakened 
economy. They do so by looking for the new opportu¬ 
nities that come along with changing customer 
spending patterns. Here are three cases in point: 

Walmart 

When customers have fewer dollars to spend, they 
try to make those dollars go further. In the grocery 
business, this translates into stronger sales for store 
brands (private labels). Many of Walmart's store 
brands are well known: Great Value, Sam's Choice, 
Faded Glory, HomeTrends, 01' Roy, and Equate. To 
further take advantage of changing shopping 
patterns, Walmart decided to reinvigorate Great 
Value —its top-selling private label brand. To do this, 
Walmart improved the quality of roughly 750 food and 
grocery products, updated the Great Value logo, and 
freshened the packaging. In one bold move, Walmart 
pulled Hefty brand storage bags from its shelves in 
favor of their lower-priced Great Value brand. The com¬ 
pany later returned Hefty to the shelves, but only after 
Hefty agreed to make the Great Value brand for Wal¬ 
mart. Other chains, such as CVS, Walgreens, Kroger, 
and Target, are now copying Walmart's strategy. Indus¬ 
try analysts expect other retailers to adopt the same 
strategy as customers look to private labels as a way 
to save money. 

Procter & Gamble 

One result of a weakened economy is that customers 
forgo buying new cars and instead begin taking better 
care of the cars they currently own. P&G decided to 
capitalize on this trend by launching a national chain 
of franchised car washes under its Mr. Clean brand. 
Since the car wash industry did not have a dominant 
national brand, P&G hoped that its Mr. Clean units 


would capture a good share of the $35 billion indus¬ 
try. To begin, P&G acquired Carnett's—a small car 
wash chain. Next, P&G took advantage of lower real 
estate prices to find suitable locations, and rising unem¬ 
ployment to find talented employees. The result, a 14- 
unit chain of Mr. Clean Car Wash franchisees (most are 
in the Atlanta area), has been a success. Buoyed by this 
success, P&G now plans to launch 150 Tide-branded dry 
cleaners over the next four years. One major benefit of 
the Tide concept is the lower franchise fee. It costs 
$950,000 to open a Tide Dry Cleaner, but up to $5 million 
to open a Mr. Clean Car Wash. 

Hulu 

When customers have less money to spend on enter¬ 
tainment, they tend to entertain themselves more at 
home. Hulu.com is perfectly poised to take advantage 
of this trend. A joint venture between Disney-ABC, 
NBCUniversal, and Fox Entertainment, Hulu is an 
advertising-supported, online video streaming service 
that offers prime-time television programming via the 
Internet and mobile apps. Hulu's growth comes from 
a growing trend of watching full-length programming 
via the Internet instead of network or cable television. 
The trend is especially prevalent among the prized 
18- to 44-year-old demographic—a statistic that has 
advertisers buzzing. Hulu users spend an average of 206 
minutes per month watching videos—each one embed¬ 
ded with advertising from mainstream companies like 
Best Buy, Bank of America, and Nissan. Customers 
can also subscribe to Hulu Plus for roughly $10 per 
month. In only four years, Hulu has become one of the 
top Internet video websites and generates over $420 
million in revenue each year. Hulu's next push is with 
original programming, including programs such as Bat¬ 
tleground and Misfits. The company spends over $500 
million each year on programming. 

What do these three stories teach us? First, com¬ 
panies can still be innovative in a weakened 
economy. The key is to conduct research to closely 
follow changing customer preferences and spending. 
Second, it's not enough to do the research. Good 
innovation must be accurately timed to the market. 
Third, to be creative, companies will often have to 
step outside their comfort zones. P&G is a great 
example. Who would have thought that a packaged 
goods company could become a service provider? 
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business-unit, and marketing planning, as well as how marketing plans must be inte¬ 
grated with the plans of other functions in the organization (financial plans, produc¬ 
tion plans, etc.). We also discuss the structure of the marketing plan and some of the 
challenges involved in creating one. 

Research and Analysis 

Strategic planning depends heavily on the availability and interpretation of information. 
Without this lifeblood, strategic planning would be a mindless exercise and a waste of 
time. Thankfully, today’s planners are blessed with an abundance of information due to 
improving technology and the Internet. However, the challenge of finding and analyzing 
the right information remains. As many marketing planners have found, having the right 
information is just as important as having the right product. 

Marketers are accustomed to conducting and analyzing research, particularly with respect 
to the needs, opinions, and attitudes of their customers. Although customer analysis is vital 
to the success of the marketing plan, the organization must also have access to three other 
types of information and analysis: internal analysis, competitive analysis, and environmental 
analysis. Internal analysis involves the objective review of internal information pertaining to 
the firm’s current strategy and performance, as well as the current and future availability of 
resources. Analysis of the competitive environment, increasingly known as competitive intel¬ 
ligence, involves analyzing the capabilities, vulnerabilities, and intentions of competing busi¬ 
nesses. 18 Analysis of the external environment, also known as environmental scanning, 
involves the analysis of economic, political, legal, technological, and cultural events and 
trends that may affect the future of the organization and its marketing efforts. Some market¬ 
ing planners use the term situation analysis to refer to the overall process of collecting and 
interpreting internal, competitive, and environmental information. 

The development of a sound marketing plan requires the analysis of information on 
all fronts. In Chapter 3, we address the collection and analysis of internal, customer, 
competitive, and environmental information. We also discuss the challenges involved 
in finding the right information from an overwhelming supply of available information. 
The uncertainty and continual change in the external environment also create chal¬ 
lenges for marketers (as the Internet boom and bust have shown us). As we will see, 
this type of research and analysis is perhaps the most difficult aspect of developing a 
marketing plan. 

Developing Competitive Advantage 

To be successful, a firm must possess one or more competitive advantages that it can 
leverage in the market in order to meet its objectives. A competitive advantage is some¬ 
thing that the firm does better than its competitors that gives it an edge in serving cus¬ 
tomers’ needs and/or maintaining mutually satisfying relationships with important 
stakeholders. Competitive advantages are critical because they set the tone, or strategic 
focus, of the entire marketing program. When these advantages are tied to market 
opportunities, the firm can offer customers a compelling reason to buy their products. 
Without a competitive advantage, the firm and its products are likely to be just one 
more offering among a sea of commoditized products. Apple, for example, has been 
quite successful in leveraging innovation and the customer experience to maintain a siz¬ 
able competitive advantage in computers, portable music players, and music and movie 
distribution. A typical Mac computer costs substantially more than a comparable PC 
running Windows. However, Apple bundles multimedia software and a top-rated user 
experience into the mix. As a result, Apple computers continue to command a price pre¬ 
mium, where most PC manufacturers engage in price wars. 19 
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In Chapter 4, we discuss the process of developing competitive advantages and establish¬ 
ing a strategic focus for the marketing program. We also address the role of SWOT analysis 
as a means of tying the firm’s strengths or internal capabilities to market opportunities. Fur¬ 
ther, we discuss the importance of developing goals and objectives. Having good goals and 
objectives is vital because these become the basis for measuring the success of the entire 
marketing program. For example, Hampton Inn has a goal of 100% customer satisfaction. 
Customers do not have to pay for their stay if they are not completely satisfied. 20 Goals 
like these are not only useful in setting milestones for evaluating marketing performance; 
they also motivate managers and employees. This can be especially true when marketing 
goals or objectives help to drive employee evaluation and compensation programs. 

Marketing Strategy Decisions 

An organization’s marketing strategy describes how the firm will fulfill the needs and 
wants of its customers. It can also include activities associated with maintaining relation¬ 
ships with other stakeholders, such as employees, shareholders, or supply chain partners. 
Stated another way, marketing strategy is a plan for how the organization will use its 
strengths and capabilities to match the needs and requirements of the market. A market¬ 
ing strategy can be composed of one or more marketing programs; each program con¬ 
sists of two elements—a target market or markets and a marketing mix (sometimes 
known as the four Ps of product, price, place, and promotion). To develop a marketing 
strategy, an organization must select the right combination of target market(s) and 
marketing mix(es) in order to create distinct competitive advantages over its rivals. 

Market Segmentation and Target Marketing The identification and selection of 
one or more target markets is the result of the market segmentation process. Marketers 
engage in market segmentation when they divide the total market into smaller, relatively 
homogeneous groups or segments that share similar needs, wants, or characteristics. 
When a marketer selects one or more target markets, they identify one or more segments 
of individuals, businesses, or institutions toward which the firm’s marketing efforts will 
be directed. As described in Beyond the Pages 1.3, marketers increasingly use online 
social networking as a way to target specific markets. 

Advances in technology have created some interesting changes in the ways that orga¬ 
nizations segment and target markets. Marketers can now analyze customer-buying pat¬ 
terns in real time at the point of purchase via barcode scanning in retail stores, and 
analyzing clickstream data in online transactions. This allows organizations to target spe¬ 
cific segments with product offers or promotional messages. 22 Furthermore, technology 
now gives marketers the ability to target individual customers through direct mail and 
e-mail campaigns. This saves considerable time and expense by not wasting efforts on 
potential customers who may not be interested in the organization’s product offering. 
However, these new opportunities for marketers come at a price: Many potential buyers 
resent the ability of marketers to reach them individually. Consequently, customers and 
governmental authorities have raised major concerns over privacy and confidentiality. 
This is especially true with respect to RFID, or radio frequency identification, which 
uses tiny radio-enabled chips to track merchandise or process credit card transactions. 
Since RFID chips can be scanned from distances up to 25 feet, many fear that the tech¬ 
nology will allow companies to track consumers even after they leave a store. 23 

Chapter 5 discusses the issues and strategies associated with market segmentation 
and target marketing. In that discussion, we will examine different approaches to market 
segmentation and look at target marketing in both consumer and business markets. 
Effective segmentation and target marketing sets the stage for the development of the 
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Beyond the Pages 1.3 

Targeting Consumers via Online Social Networking 21 


Social networking has proven to be very popular with 
both users and advertisers. Sites like Facebook, Goog le +, 
Linkedln, Pinterest, and Twitter allow users to share 
information, find old friends, or network with like- 
minded individuals. Most users are teens and young 
adults who use the sites to trade messages, photos, 
music, and blogs. The largest of these sites currently is 
Facebook, which boasts over 850 million active users 
worldwide. Twitter has over 360 million registered 
users. Other sites are also growing rapidly. 

While social networks are very popular, they have 
attracted a fair amount of criticism. Many argue that 
these sites make it easier for predators to reach teens 
and children through the use of their online profiles. 
Business experts have been skeptical of the long-term 
success of social networking as a business model. 
They argue that younger audiences are fickle and 
will leave these sites for the next hot thing on the 
Internet. Others argue that the questionable nature 
of the content on these sites is a risky proposition 
when tied to advertising strategies. 

Despite these criticisms, online social networking 
appears to have legs for the long-term—forcing 
media companies and advertisers to take notice. The 
reason is simple: the demographic profile of the 
social networking audience is extremely lucrative. 
MySpace's audience is primarily teens in the 12 
to 17 age range. Facebook's fastest growing age seg¬ 
ment is the 25 and over crowd. Linkedln has a different 
profile of over 150 million members with an older. 


more professional demographic. However, Linkedln's 
profile has been shifting as more students and recent 
college graduates join the network. Powerful segmen¬ 
tation like this has forced an increasing number of 
advertisers to consider social networking as a viable 
media strategy. 

In addition to the demographic fortune, social net¬ 
working also allows firms to carefully target promo¬ 
tions to the right audience and collect a striking 
amount of information about users. For example, 
Nike used Facebook Places to target consumers in 
Portland, Oregon with free athletic jackets for indivi¬ 
duals who checked in to a specified location in the 
city. Vitamin Water used a Facebook campaign asking 
users to help them choose the next flavor of the pop¬ 
ular drink. Domino's also used Facebook to distribute 
promotional codes to fans of its page. American Air¬ 
lines and IBM have had similar success using Twitter 
to reach potential customers. 

Social networking sites have become so success¬ 
ful that they are replacing Google, Yahoo!, MSN, 
and AOL as the web portals of choice. In essence, 
social networking sites have become one-stop shops 
for communication, information, and commerce. Con¬ 
sumers can buy products without having to leave 
these sites, and marketers are paying attention. 
Recently, Facebook added the ability to rent movies 
and buy music directly from its site. This has caused 
competitors, such as Amazon, Netflix, and Apple, to 
take notice. 


product offering and the design of a marketing program that can effectively deliver the 
offering to targeted customers. 

Marketing Program Decisions As we will address in Chapter 6, successful market¬ 
ing programs depend on a carefully crafted blend of the four major marketing mix ele¬ 
ments (i.e., product, price, distribution, and promotion). Earlier in the chapter, we 
discussed the many different types of products that can be offered to customers. Since 
the product and its attributes fulfill the basic needs and wants of the customer, it is no 
surprise that the product and the decisions that surround it are among the most impor¬ 
tant parts of the marketing program. This importance hinges on the connection between 
the product and the customers’ needs. Even large corporations fail to make this connec¬ 
tion at times. McDonald’s, for example, spent over $100 million in the mid-1990s 
to launch the Arch Deluxe—a hamburger designed for adult tastes. The product failed 
miserably because it was designed for older customers (who are not McDonald’s core 
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market), was expensive, and had a very high calorie content. McDonald’s customers 
avoided the Arch Deluxe and the sandwich was eventually discontinued. 24 As this exam¬ 
ple illustrates, marketing is unlikely to be effective unless there is a solid linkage between 
a product’s benefits and customers’ needs. 

Pricing decisions are important for several reasons. First, price is the only element of 
the marketing mix that leads to revenue and profit. All other elements of the marketing 
mix, such as product development and promotion, represent expenses. Second, price typ¬ 
ically has a direct connection with customer demand. This connection makes pricing the 
most over manipulated element of the marketing mix. Marketers routinely adjust 
the price of their products in an effort to stimulate or curb demand. Third, pricing is 
the easiest element of the marketing program to change. There are very few other aspects 
of marketing that can be altered in real time. This is a huge plus for marketers who need 
to adjust prices to reflect local market conditions, or for online merchants who want to 
charge different prices for different customers based on total sales or customer loyalty. 
Finally, pricing is a major quality cue for customers. In the absence of other information, 
customers tend to equate higher prices with higher quality. 

Distribution and supply chain issues are among the least apparent decisions made in 
marketing, particularly with customers. The goal of distribution and supply chain man¬ 
agement is essentially to get the product to the right place, at the right time, in the right 
quantities, at the lowest possible cost. Supply chain decisions involve a long line of activ¬ 
ities—from the sourcing of raw materials, through the production of finished products, 
to ultimate delivery to final customers. Most of these activities, which customers take for 
granted, take place behind the scenes. Few customers, for example, contemplate how 
their favorite cereal ends up on their grocer’s shelf or how Dell can have a made- 
to-order computer at your door in days. Customers just expect these things to happen. 
In fact, most customers never consider these issues until something goes wrong. Sud¬ 
denly, when the grocer is out of an item or an assembly line runs low on component 
parts, distribution and supply chain factors become quite noticeable. 

Modern marketing has replaced the term promotion with the concept of integrated 
marketing communication (IMC), or the coordination of all promotional activities 
(media advertising, direct mail, personal selling, sales promotion, public relations, pack¬ 
aging, store displays, website design, personnel) to produce a unified, customer-focused 
message. Here, the term “customers” not only refers to customers in the traditional 
sense, but also includes employees, business partners, shareholders, the government, the 
media, and society in general. IMC rose to prominence in the 1990s as businesses real¬ 
ized that traditional audiences for promotional efforts had become more diverse and 
fragmented. IMC can also reduce promotional expenses by eliminating the duplication 
of effort among separate departments (marketing, sales, advertising, public affairs, and 
information technology) and by increasing efficiencies and economies of scale. 

Branding and Positions When you think about a company like Southwest Airlines, 
what comes to mind? Most people will likely say low fares and no bag fees. Others may 
think of limited routes and destinations. As we will see in Chapter 7, what customers think 
about a company and its offerings is the focus of branding and positioning strategy. In 
order to understand branding, the marketer must have a clear understanding of how the 
elements of the marketing program work together to create the brand. While product deci¬ 
sions (such as design, style, and features) play a prominent role in branding, so do other 
program elements such as price/value, availability/exclusivity, and image/reputation of both 
the firm and its offerings. Marketers must also make decisions regarding package design, 
trademarks, and warranties or guarantees. Product positioning involves establishing a men¬ 
tal image, or position, of the product offering relative to competing offerings in the minds 
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of target buyers. The goal of positioning is to distinguish or differentiate the firm’s product 
offering from those of competitors by making the offering stand out among the crowd. As 
Southwest has shown us, even something as simple as “no bag fees” can be very successful 
in setting the firm apart from the competition. Another example is the battle between Wal- 
mart and Target. The mental image that most customers have of Walmart is associated 
with everyday low prices. Target has a slightly different position, one that emphasizes 
value with a stronger sense of style and quality. 

Social Responsibility and Ethics 

The role of social responsibility and ethics in marketing strategy has come to the fore¬ 
front of important business issues in today’s economy. Our society still reverberates 
from the effects of corporate scandals at Enron, WorldCom, and ImClone, among others. 
Although these scandals make for interesting reading, many innocent individuals have 
suffered the consequences from these companies’ unethical behavior. Social responsibility 
refers to an organization’s obligation to maximize its positive impact on society, while mini¬ 
mizing its negative impact. In terms of marketing strategy, social responsibility addresses the 
total effect of an organization’s marketing activities on society. A major part of this respon¬ 
sibility is marketing ethics, or the principles and standards that define acceptable conduct in 
marketing activities. Ethical marketing can build trust and commitment and is a crucial 
ingredient in building long-term relationships with all stakeholders. Another major 
component of any firm’s impact on society is the degree to which it engages in philan¬ 
thropic activities. Many firms now make philanthropy a key strategic activity. 

In Chapter 8, we discuss the economic, legal, ethical, and philanthropic dimensions of 
social responsibility, along with the strategic management of corporate integrity in the 
marketing planning process. Although there are occasional lapses, most firms understand 
their economic and legal responsibilities. However, social and ethical responsibilities, by 
their nature, are not so clearly understood. Many firms see social responsibility not only 
as a way to be a good corporate citizen, but also as a good way to build their brands. For 
example, the Red brand—created by Bono in 2006—has been marketed successfully by 
firms such as Gap, Apple, Motorola, Armani, Converse, and American Express. These 
and other companies market Red brand versions of their products with the aim to 
donate 50 percent of their profits to the Global Fund to fight AIDS in Africa. 2 ' 1 

Implementation and Control 

Once a marketing strategy has been selected and the elements of the marketing mix are 
in place, the marketer must put the plan into action. Marketing implementation, the pro¬ 
cess of executing the marketing strategy, is the “how” of marketing planning. Rather than 
being an add-on at the end of the marketing strategy and marketing plan, implementa¬ 
tion is actually a part of planning itself. That is, when planning a marketing strategy, the 
organization must always consider how the strategy will be executed. Sometimes, the 
organization must revisit the strategy or plan to make revisions during the strategy’s exe¬ 
cution. This is where marketing control comes into play. Adequate control of marketing 
activities is essential to ensure that the strategy stays on course and focused on achieving 
its goals and objectives. 

The implementation phase of marketing strategy calls into play the fifth “P” of the mar¬ 
keting program: people. As we will learn in Chapter 9, many of the problems that occur in 
implementing marketing activities are “people problems” associated with the managers and 
employees on the frontline of the organization who have responsibility for executing the 
marketing strategy. Many organizations understand the vital link between people and 
implementation by treating their employees as indispensable assets. AFLAC, for example, 
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has been named 14 consecutive years by Fortune magazine to its list of the “100 Best Com¬ 
panies to Work for in America.” The Georgia-based company has developed a corporate 
culture that focuses on caring for employees and providing for their needs. 26 Other com¬ 
panies cited as having good relationships with their employees include Google, Wegman’s 
Food Markets, Mercedes-Benz USA, and The Container Store. 

Developing and Maintaining Customer Relationships 

Over the last two decades, marketers have come to the realization that they can learn 
more about their customers, and earn higher profits, if they develop long-term relation¬ 
ships with them. This requires that markers shift away from transactional marketing and 
embrace a relationship marketing approach. The goal of transactional marketing is to 
complete a large number of discrete exchanges with individual customers. The focus is 
on acquiring customers and making the sale, not necessarily on attending to customers’ 
needs and wants. In relationship marketing, the goal is to develop and maintain long¬ 
term, mutually satisfying arrangements where both buyer and seller focus on the value 
obtained from the relationship. As long as this value stays the same or increases, the 
relationship is likely to deepen and grow stronger over time. Exhibit 1.4 illustrates the 
basic characteristics of transactional versus relationship marketing. Relationship market¬ 
ing promotes customer trust and confidence in the marketer, who can then develop a 
deeper understanding of customers’ needs and wants. This puts the marketer in a posi¬ 
tion to respond more effectively to customer’s needs, thereby increasing the value of the 
relationship for both parties. 

The principles and advantages of relationship marketing are the same in both 
business-to-business and consumer markets. Relationship marketing activities also 
extend beyond customers to include relationships with employees and supply chain part¬ 
ners. In Chapter 10, we discuss these and other aspects of relationship marketing in greater 
depth. Long-term relationships with important stakeholders will not materialize unless these 
relationships create value for each participant. This is especially true for customers faced 
with many different alternatives among firms competing for their business. Since the quality 
and value of a marketer’s product offering typically determine customer value and satisfac¬ 
tion, Chapter 10 will also discuss the role of quality, value, and satisfaction in developing and 
maintaining customer relationships. Issues associated with quality, value, and satisfaction 


EXHIBIT 1.4 Major Characteristics of Transactional and Relationship Marketing 




Transactional Marketing 


Relationship Marketing 


Marketing Focus 
Time Orientation 
Marketing Goal 
Relationship Focus 
Customer Service Priority 
Customer Contact 
Commitment to Customers 
Characteristics of the Interaction 

Source of Competitive Advantage 


Customer Acquisition 
Short-Term 
Make the Sale 
Create Exchanges 
Low 

Low to Moderate 
Low 

Adversarial, Manipulation, Conflict 
Resolution 

Production, Marketing 


Customer Retention 

Long-Term 

Mutual Satisfaction 

Create Value 

High 

Frequent 

High 

Cooperation, Trust, Mutual Respect, 
Confidence 

Relationship Commitment 
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cut across all elements of the marketing program. Hence, we discuss these issues in our final 
chapter as a means of tying all of the marketing program elements together. 

Taking On the Challenges of Marketing Strategy 

One of the greatest frustrations and opportunities in marketing is change—customers 
change, competitors change, and even the marketing organization changes. Strategies 
that are highly successful today will not work tomorrow. Customers will buy products 
today that they will have no interest in tomorrow. These are truisms in marketing. 
Although frustrating, challenges like these also make marketing extremely interesting 
and rewarding. Life as a marketer is never dull. 

Another fact about marketing strategy is that it is inherently people-driven. Marketing 
strategy is about people (inside an organization) trying to find ways to deliver excep¬ 
tional value by fulfilling the needs and wants of other people (customers, shareholders, 
business partners, society at large), as well as the needs of the organization itself. Market¬ 
ing strategy draws from psychology, sociology, and economics to better understand the 
basic needs and motivations of these people—whether they are the organization’s custo¬ 
mers (typically considered the most critical), its employees, or its stakeholders. In short, 
marketing strategy is about people serving people. 

The combination of continual change and the people-driven nature of marketing makes 
developing and implementing marketing strategy a challenging task. A perfect strategy that 
is executed perfectly can still fail. This happens because there are very few rules for how to 
do marketing in specific situations. In other words, it is impossible to say that given “this 
customer need” and these “competitors” and this “level of government regulation” that 
Product A, Price B, Promotion C, and Distribution D should be used. Marketing simply 
doesn’t work that way. Sometimes, an organization can get lucky and be successful despite 
having a terrible strategy and/or execution. The lack of rules and the ever changing eco¬ 
nomic, sociocultural, competitive, technological, and political/legal landscapes make market¬ 
ing strategy a terribly fascinating subject. 

Most of the changes that marketers have faced over the past twenty years deal with 
the basic evolution of marketing and business practice in our society. One of the most 
basic shifts involves the increasing demands of customers. Today, customers have very 
high expectations about basic issues such as quality, performance, price, and availability. 
American customers in particular have a passion for instant gratification that marketers 
struggle to fulfill. Some evidence suggests that marketers have not met this challenge. 
The American Customer Satisfaction Index, computed by the National Quality Research 
Center at the University of Michigan, indicates that customer satisfaction has only 
recently recovered since the Center first computed the index in 1994. As shown in 
Exhibit 1.5, some industries such as newspapers and airlines have suffered large declines 
in customer satisfaction. Satisfaction in other industries, such as the automotive industry 
and soft drinks, has remained fairly high and stable. 

The decline in satisfaction can be attributed to several reasons. For one, customers have 
become much less brand loyal than in previous generations. Today’s customers are very 
price sensitive, especially in commoditized markets where products lack any real means of 
differentiation. Consequently, customers constantly seek the best value and thrive on their 
ability to compare prices among competing alternatives. Customers are also quite cynical 
about business in general and are not that trusting of marketers. In short, today’s customers 
not only have more power; they also have more attitude. This combination makes them a 
formidable force in the development of contemporary marketing strategy. 

Marketers have also been forced to adapt to shifts in markets and competition. In 
terms of their life cycles, most products compete today in very mature markets. Many 
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1 .5 American Customer Satisfaction Index 
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Source: American Customer Satisfaction Index and the University of Michigan Business School, ttp://www.theacsi. , 2012. 


firms also compete in markets where product offerings have become commoditized by a 
lack of differentiation (e.g., customers perceive competing offerings as essentially the 
same). Some examples include airlines, wireless phone service, department stores, laun¬ 
dry supplies, and household appliances. Product commoditization pushes margins lower 
and reduces brand loyalty even further. To meet this challenge, U.S. firms have moved 
aggressively into foreign markets in an effort to increase sales and find new growth 
opportunities. At the same time, however, foreign firms have moved into U.S. markets 
to meet the challenges of maturing markets in their own countries. It is interesting that 
while Apple has pushed iTunes aggressively into other nations, Spotify, a Swedish-based 
music streaming service, has launched its wildly popular service in the United States. 
The company’s integration with Facebook allowed it to add more than 7 million new 
subscribers in only two months. 27 

In the face of increasing competition and maturing markets, businesses have been 
forced to cut expenses in order to remain competitive. Some businesses do this by elimi¬ 
nating products or product lines. GM, for example, dropped its Saturn division—a move 
similar to its dropping of Oldsmobile and the Hummer HI. Others have maintained 
their product mix, but have aggressively sought ways to lower their distribution costs. The 
growth in direct distribution (manufacturer to end user) is a result of these efforts. Still other 
firms have been forced to take drastic measures, such as downsizing and laying off employ¬ 
ees to trim expenses. 

Needless to say, developing a viable and effective marketing strategy has become 
extremely challenging. Even the most admired marketers in the world like McDonald’s, 
Procter & Gamble, Anheuser-Busch, and Toyota occasionally have problems meeting the 
demands of the strategic planning process and developing the “right” marketing strategy. 
Our goal in this book is not to teach you to develop the “right” strategy. Rather, our approach 
will give you a framework for organizing the planning process, and the ability to see how all 
of the pieces fit together. Think of it as a mindset or way to think about marketing strategy. 
The remainder of this text dedicates itself to these goals. 
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Lessons from Chapter 1 

Marketing challenges and opportunities in the new 
economy include: 

a shift in power to customers caused by increased access 
to information. 

a massive increase in product selection due to line 
extensions and global sourcing. 

greater audience and media fragmentation as customers 
spend more time with interactive media and less time 
with traditional media. 

changing customer perceptions of value and frugality, 
shifting demand patterns for certain product categories, 
especially those delivered digitally, 
increasing concerns over privacy, security, and ethics, 
unclear legal jurisdictions, especially in global markets. 

Marketing: 

is parallel to other business functions such as production, 
research, management, human resources, and accounting. 
The goal of marketing is to connect the organization to its 
customers. 

is defined as the activity, set of institutions, and processes 
for creating, communicating, delivering, and exchanging 
offerings that have value for customers, clients, partners, 
and society at large. 

has changed in focus over the past 20 years. Today, 
marketing stresses value and customer relationships, 
including relationships with all potential stakeholders, 
is linked with our standard of living, not only in terms of 
enhanced consumption and prosperity, but also in terms 
of society’s well being. 

Basic marketing concepts include: 

market—a collection of buyers and sellers, 
marketplace—a physical location where buyers and sellers 
meet to conduct transactions. 

marketspace—an electronic marketplace not bound by 
time or space. 

metamarket—a cluster of closely related goods and 
services that centers on a specific consumption activity, 
metamediary—a single access point where buyers can 
locate and contact many different sellers in the 
metamarket. 

exchange—the process of obtaining something of value 
from someone by offering something in return; this 
usually involves obtaining products for money. There 
are five conditions of exchange: 

1. There must be at least two parties to the exchange. 

2. Each party has something of value to the other 
party. 


3. Each party must be capable of communication and 
delivery. 

4. Each party must be free to accept or reject the 
exchange. 

5. Each party believes it is desirable to exchange with 
the other party. 

product—something that can be acquired via exchange to 
satisfy a need or a want. 

utility—the ability of a product to satisfy a customer’s 
needs and wants. The five types of utility provided 
through marketing exchanges are form utility, time 
utility, place utility, possession utility, and psychological 
utility. 

Major marketing activities and decisions include: 

strategic and tactical planning, 
research and analysis. 

developing competitive advantages and a strategic focus 
for the marketing program. 

marketing strategy decisions, including decisions related 
to market segmentation and target marketing, as well as 
the marketing program (i.e., product, pricing, distribution, 
and promotion) and branding/positioning, 
social responsibility and ethics, 
implementing and controlling marketing activities, 
developing and maintaining long-term customer 
relationships, including a shift from transactional 
marketing to relationship marketing. 

Some of the challenges involved in developing market¬ 
ing strategy include: 

unending change—customers change, competitors 
change, and even the marketing organization changes, 
the fact that marketing is inherently people-driven, 
the lack of rules for choosing appropriate marketing 
activities. 

the basic evolution of marketing and business practice in 
our society. 

the increasing demands of customers. 

an overall decline in brand loyalty and an increase in price 

sensitivity among customers. 

increasing customer cynicism about business and 
marketing activities. 

competing in mature markets with increasing 
commoditization and little real differentiation among 
product offerings. 

increasing expansion into foreign markets by U.S. and 
foreign firms. 

aggressive cost-cutting measures in order to increase 
competitiveness. 
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Questions for Discussion 

1. Increasing customer power is a continuing chal¬ 
lenge to marketers in today’s economy. In what 
ways have you personally experienced this shift in 
power; either as a customer or as a business per¬ 
son? Is this power shift uniform across industries 
and markets? How so? 

2 . How concerned are you about privacy and security 
in today’s economy? Why do so many people, par¬ 
ticularly younger people, seem to be unconcerned 

Exercises 

1. The pace of change in our economy was frenetic 
from 1999 to 2001 (the so called dot-com boom) 
because of rapidly expanding technology and the 
growth of the Internet. Shortly thereafter, the bub¬ 
ble burst and many dot-com pioneers disappeared. 
Conduct some research to determine the reasons 
for the collapse. Most experts contend that a simi¬ 
lar type of shakeout is unlikely today. What is dif¬ 
ferent about today’s technology and the Internet 
that points to this conclusion? How can firms pre¬ 
vent another collapse? 

2 . Logon to a metamediary in the automobile metamar¬ 
ket (e.g., www.edmunds.com , www.autos.msn.com , 
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about privacy? Will these issues still be important 
in 10 years? Explain. 

3 . The text argues that marketing possesses very few 
rules for choosing the appropriate marketing activ¬ 
ities. Can you describe any universal rules of mar¬ 
keting that might be applied to most products, 
markets, customers, and situations? 


www.kbb.com , or www.carsdirect.com ). What aspects 
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CHAPTER 

Strategic Marketing 
Planning 


Introduction 

The process of strategic marketing planning can either be quite complex or relatively 
straightforward. As evidenced in Beyond the Pages 2.1, strategic planning in today’s 
market often requires partnering with other firms and carefully planning for the 
actions of others, such as supply sources or competitors. Whether a multinational 
corporation, like Ford Motor Company, or a sole-proprietorship, like a local bakery, 
the planning process is the same in many ways. Ultimately, the goals and objectives 
can be quite similar. Large or small, all marketers strive to meet the needs of their 
customers while meeting their own business and marketing objectives. 

The marketing planning process typically requires the coordination of broad- 
based decisions at the top of the corporate hierarchy with more narrowly defined 
actions at the bottom. At the top are important corporate decisions dealing with 
the firm’s mission, vision, goals, and the allocation of resources among business 
units. Planning at this level also involves decisions regarding the purchase or 
divestment of the business units themselves. Delta’s merger with Northwest and 
GM’s closing of its Pontiac division are good examples of the decision-making 
complexity that is often typical of major corporate decisions. These decisions 
trickle down the corporate structure to the business-unit level, where planning 
focuses on meeting goals and objectives within defined product markets. 
Planning at this level must take into account and be consistent with decisions 
made at the corporate level. However, in organizations having only one business 
unit, corporate and business unit strategy are the same. The most specific planning 
and decision making occurs at the bottom of the structure. It is at this level where 
organizations make and implement tactical decisions regarding marketing strategy 
(target markets and the marketing program) as well as marketing plans. 

In this chapter, we examine the planning process at different points in this 
process. We begin by discussing the overall process by considering the hierarchy 
of decisions that must be made in strategic marketing planning. Next, we 
introduce the marketing plan and look at the marketing plan framework used 
throughout the text. We also discuss the role and importance of the marketing 
plan in marketing strategy. Finally, we explore other advances in strategic 
planning such as strategy mapping and the balanced performance scorecard. 
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Beyond the Pages 2.1 

Redbox’s Success Story 1 


One buck for one night. That was the initial strategy of 
Redbox, now a hugely successful DVD rental com¬ 
pany that distributes movies and video games from 
roughly 36,000 kiosks in supermarkets, drugstores, 
restaurants, convenience stores, and other retailers 
around the country. The idea is simple: With the 
push of a button and the swipe of a credit card, cus¬ 
tomers can rent a movie or video game from a bright 
red machine about the size of a refrigerator. Each 
kiosk holds up to 630 discs and 200 different movie 
and game titles, virtually all of which are six months 
old or less. Customers can reserve movies and games 
online or with a mobile app before visiting a kiosk, 
and simply return the rented discs to a Redbox kiosk 
anywhere in the country. Although the price of a 
movie rental has risen to $1.20 (video games start at 
$2.00 per day), Redbox has been undeniably success¬ 
ful: The company has rented over 1.5 billion discs 
since it launched, or roughly 5 discs per second over 
a ten-year period. Today, the company's rental rate is 
roughly 40 rentals per second and growing. 

Surprisingly, the idea for Redbox began as a new 
business venture for McDonald's in 2002. At that time, 
McDonald's was experimenting with vending 
machines to sell a variety of different items. The con¬ 
cept was based on research that indicated customers 
prefer dealing with machines, rather than people, for 
some transactions (think banking, choosing airline 
seats, movie tickets at theaters, etc.). After the concept 
proved to be a success, Redbox was sold to Coinstar— 
a Bellevue, WA company that also operates coin¬ 
counting machines and gift card dispensers. Soon 
after. Coinstar inked deals with Walmart, Kroger, 
Winn-Dixie, Walgreens, Kangaroo (gas stations), and 
other national outlets to place Redbox kiosks in high- 
traffic locations. As it turned out, the timing couldn't 
have been better. As the recession of 2008 lingered 
over the next few years, customers began to see Red¬ 
box as a bargain compared to their $15 per month Net- 
flix plans or $5 on-demand movie rentals. 

Redbox has achieved phenomenal sales growth in 
a very short time: from 200 million cumulative rentals 
in 2008, to 500 million in 2009, to 1.5 billion total ren¬ 
tals in 2012. These numbers are startling when com¬ 
pared to the 43.9 percent decline in DVD sales from 


2009 to 2012. Further evidence of success can be 
found in the penetration of Redbox into mainstream 
America. The Redbox mobile apps have been down¬ 
loaded 4.7 million times on Android and 6.5 million 
times on iPhone. The company claims that 68 percent 
of the U.S. population lives within a five-minute drive 
of a Redbox kiosk. 

Despite this success, Redbox's growth has been 
greeted with trepidation by Hollywood movie studios. 
Universal Studios and 20th Century Fox, for example, 
asked distributors to stop supplying Redbox with 
DVDs until six weeks after their release dates. Red¬ 
box, in return, filed suit claiming abuse of copyright 
and a violation of antitrust law. The company's distri¬ 
bution agreement with Time Warner collapsed after 
Time Warner demanded that Redbox wait 56 days 
(up from 28 days) before renting new releases. Coin¬ 
star stated that it would get new movies through tra¬ 
ditional retail channels instead. Although movie 
studios are powerless to stop Redbox in this action, 
paying the higher retail cost for DVDs significantly 
cuts into Redbox's revenue. 

For movie studios, the issue boils down to money 
and reducing or eliminating the number of previously 
viewed DVDs in the market. When a customer buys a 
DVD from Walmart, the studio collects $17 per disc. 
That number drops to $0.60 for a Redbox rental. Stu¬ 
dios receive nothing when a company sells used 
DVDs. In deciding the fate of Redbox, the movie stu¬ 
dios have a fundamental question to answer: Should 
they supply Redbox with DVDs and promote the com¬ 
pany's incredible growth, or should they try to kill it? 
Redbox contends that customers are more likely to 
buy DVDs after renting them —not unlike what hap¬ 
pens in the music industry. Needless to say, movie 
executives are afraid that Redbox will continue to 
erode demand for higher-priced DVD purchases. 

Rather than worry about the studios, Redbox 
continues to move ahead. The company agreed to 
acquire all Blockbuster Express kiosks from NCR for 
$100 million. This acquisition expanded the Redbox 
footprint to over 46,000 kiosks nationwide. The 
company also inked a deal with Verizon to launch a 
video-streaming service to compete with Netflix and 
Amazon Prime. 
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Chapter 2: Strategic Marketing Planning 29 


The Strategic Planning Process 

Whether at the corporate, business unit, or functional level, the planning process begins 
with an in-depth analysis of the organization’s internal and external environments—some¬ 
times referred to as a situation analysis. As we will discuss in Chapter 3, this analysis 
focuses on the firm’s resources, strengths, and capabilities vis-a-vis competitive, customer, 
and environmental issues. Based on an exhaustive review of these relevant environmental 
issues, the firm establishes its mission, goals, and/or objectives, its strategy, and several 
functional plans. As indicated in Exhibit 2.1, planning efforts within each functional area 
will result in the creation of a strategic plan for that area. Although we emphasize the issues 
and processes concerned with developing a customer-oriented marketing strategy and mar¬ 
keting plan, we should stress that organizations develop effective marketing strategies and 
plans in concert with the organization’s mission and goals, as well as the plans from other 
functional areas. Senior management must coordinate these functional plans in a manner 
that will achieve the organization’s mission, goals, and objectives. 

In this text, we are interested in a particular type of functional plan—the marketing 
plan. A marketing plan is a written document that provides the blueprint or outline of 
the organization’s marketing activities, including the implementation, evaluation, and 
control of those activities. The marketing plan serves a number of purposes. For one, 
the marketing plan clearly explains how the organization will achieve its goals and 
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objectives. This aspect of marketing planning is vital—not having goals and objectives is 
like driving a car without knowing your destination. In this sense, the marketing plan 
serves as the “road map” for implementing the marketing strategy. It instructs employees 
as to their roles and functions in fulfilling the plan. It also provides specifics regarding 
the allocation of resources and includes the specific marketing tasks, responsibilities of 
individuals, and the timing of all marketing activities. 

Although our focus is on marketing planning and strategy, we cannot emphasize enough 
that marketing decisions must be made within the boundaries of the organization’s overall 
mission, goals, and objectives. The sequencing of decision stages outlined in the following 
sections begins with broad decisions regarding the organizational mission, followed by a dis¬ 
cussion of the corporate or business-unit strategy. It is within these contexts that marketing 
goals/objectives and marketing strategies must be developed and implemented. 

Organizational Mission versus Organizational Vision 

To adequately address the role of the organizational mission in strategic planning, we 
must first understand the differences between the organization’s mission and its vision. 
A mission, or mission statement, seeks to answer the question “What business are we in?” 
It is a clear and concise statement (a paragraph or two at most) that explains the orga¬ 
nization’s reason for existence. By contrast, a vision or vision statement seeks to answer 
the question “What do we want to become?” For example, Texas Instruments—one of 
the world’s largest technology companies—defines its mission this way: “Texas Instru¬ 
ments Incorporated provides innovative semiconductor technologies to help our custo¬ 
mers create the world’s most advanced electronics.” Compare this to the company’s 
vision: “... to use the company’s unique technical skills to fundamentally change markets 
and create entirely new ones.” 2 Similarly, Google’s mission is “to organize the world’s 
information and make it universally accessible and useful.” Google’s vision is “Never set¬ 
tle for the best.” Note that an organization’s vision tends to be future oriented, in that it 
represents where the organization is headed and where it wants to go. 

If you ask many businesspeople “What is your reason for existence?” their response is 
likely to be “To make money.” Although that may be their ultimate objective, it is not 
their raison d’etre. Profit has a role in this process, of course, but it is a goal or objective 
of the firm, not its mission or vision. The mission statement identifies what the firm 
stands for and its basic operating philosophy. Profit and other performance outcomes 
are ends, and thus are out of place and confuse the mission of the firm. 

Elements of the Mission Statement A well-devised mission statement for any organi¬ 
zation, unit within an organization, or single-owner business should answer the same five basic 
questions. These questions should clarify for the firm’s stakeholders (especially employees): 

1. Who are we? 

2. Who are our customers? 

3. What is our operating philosophy (basic beliefs, values, ethics, etc.)? 

4. What are our core competencies or competitive advantages? 

5. What are our responsibilities with respect to being a good steward of our human, 
financial, and environmental resources? 

A mission statement that delivers a clear answer to each of these questions installs the 
cornerstone for the development of the marketing plan. If the cornerstone is weak, or 
not in line with the foundation laid in the preliminary steps, the entire plan will have 
no real chance of long-term success. Exhibit 2.2 outlines several mission statements 
considered to be among the best. As you read these statements, consider how well they 
answer these five questions. 
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In their book, Say It and Live It: The 50 Corporate Mission Statements That Hit the Mark , Patricia Jones and Larry Kahaner 
identified 50 companies that possess outstanding mission statements. This exhibit lists several of these companies, along 
with their 1995, 2000, and 2012 mission statements. Remember that these organizations customized their mission 
statements to fit their own needs and goals, not to match the criteria established in this chapter. 

Boeing 

1995 To be the number one aerospace company in the world and among the premier industrial concerns in terms 
of quality, profitability, and growth. 

Our mission is bigger and broader than ever. It is to push not just the envelope of flight, but the entire 
envelope of value relating to our customers and shareholders. 

2012 People working together as a global enterprise for aerospace leadership. 

Leo Burnett 

1995 The mission of the Leo Burnett Company is to create superior advertising. In Leo’s words: “Our primary 
function in life is to produce the best advertising in the world, bar none. This is to be advertising so 
interrupting, so daring, so fresh, so engaging, so human, so believable and so well-focused as to themes and 
ideas that, at one and the same time, it builds a quality reputation for the long haul as it produces sales for 
the immediate present.” 

2000 Our Vision: To be an indispensable source of our clients’ competitive advantage. Our Mission: We will work 
with our clients as a community of star-reachers whose ideas build leadership brands through imagination 
and a sensitive and deeper understanding of human behavior. 

2012 At Leo Burnett our purpose is to be the world’s best creator of ideas that truly move people... bar none. 
Together with our partners, we strive to put a meaningful human purpose at the center of our clients’ 
brands, to transform the way people thing, feel and ultimately behave. 

Celestial Seasonings 

1995 Our mission is to grow and dominate the U.S. specialty tea market by exceeding consumer expectations with the 
best tasting, 100 percent natural hot and iced teas, packaged with Celestial art and philosophy, creating the most 
valued tea experience. Through leadership, innovation, focus, and teamwork we are dedicated to continuously 
improving value to our consumers, customers, employees, and stakeholders with a quality-first organization. 

We believe in creating and selling healthful, naturally oriented products that nurture people’s bodies and 
uplift their souls. Our products must be 

• superior in quality, 

• of good value, 

• beautifully artistic, and 

• philosophically inspiring. 

Our role is to play an active part in making this world a better place by unselfishly serving the public. We believe 
we can have a significant impact on making people’s lives happier and healthier through their use of our products. 
In 1969, a group of passionate young entrepreneurs founded Celestial Seasonings upon the belief that their 
flavorful, all-natural herbal teas could help people live healthier lives. They harvested fresh herbs from the 
Rocky Mountains by hand, and then dried, blended and packaged them in hand-sewn muslin bags to be 
sold at local health food stores. By staying committed to their vision, the founders of Celestial Seasonings 
turned their cottage industry into an almost overnight success. Today, Celestial Seasonings is one of the 
largest specialty tea manufacturers in North America. We serve more than 1.6 billion cups of tea every year, 
and we source more than 100 different ingredients from over 35 countries to create our delicious, all-natural 
herbal, green, red, white, chai and wellness teas. But most importantly, we’re still about people and passion. 

Intel Corporation 

Do a great job for our customers, employees and stockholders by being the preeminent building block 
supplier to the computing industry. 

Intel’s mission is to be the preeminent building block supplier to the worldwide Internet economy. 

This decade we will create and extend computing technology to connect and enrich the lives of every person 
on earth. 

Sources: Patricia Jones and Larry Kahaner, Say It and Live It: The 50 Corporate Mission Statements That Hit the Mark (New York: Doubleday, 
1995); and the websites of these companies. 
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The mission statement is the one portion of the strategic plan that should not be kept 
confidential. It should tell everyone—customers, employees, investors, competitors, regu¬ 
lators, and society in general—what the firm stands for and why it exists. Mission state¬ 
ments facilitate public relations activities and communicate to customers and others 
important information that can be used to build trust and long-term relationships. The 
mission statement should be included in annual reports and major press releases, framed 
on the wall in every office, and personally owned by every employee of the organization. 
Goals, objectives, strategies, tactics, and budgets are not for public viewing. A mission 
statement kept secret, however, is of little value to the organization. 

Mission Widt In crafting a mission statement, management should 

be concerned about the statement’s width. If the mission is too broad, it will be mean¬ 
ingless to those who read and build upon it. A mission to “make all people happy 
around the world by providing them with entertaining products” sounds splendid but 
provides no useful information. Overly broad missions can lead companies to establish 
plans and strategies in areas where their strengths are limited. Such endeavors almost 
always result in failure. Exxon’s past venture into office products and Sears’ expansion 
into real estate and financial services serve as reminders of the problems associated 
with poorly designed mission statements. Although a well-designed mission statement 
should not stifle an organization’s creativity, it must help keep the firm from moving 
too far from its core competencies. 

Overly narrow mission statements that constrain the vision of the organization can 
prove just as costly. Early in this century, the railroads defined their business as owning 
and operating trains. Consequently, the railroad industry had no concerns about the 
invention of the airplane. After all, they thought, the ability to fly had nothing to do 
with trains or the railroad business. Today, we know that firms such as American Air¬ 
lines, Southwest Airlines, and Federal Express, rather than Burlington, Union Pacific, or 
Santa Fe, dominate the passenger and time-sensitive freight business. The railroads 
missed this major opportunity because their missions were too narrowly tied to railroads, 
as opposed to a more appropriate definition encompassing the transportation business. 



What business does the railroad industry find itself in today? 
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Mission stability refers to the frequency of modifications in an organization’s mission 
statement. Of all the components of the strategic plan, the mission should change the 
least frequently. It is the one element that will likely remain constant through multiple 
rounds of strategic planning. Goals, objectives, and marketing plan elements will change 
over time, usually as an annual or quarterly event. When the mission changes, however, 
the cornerstone has been moved and everything else must change as well. The mission 
should change only when it is no longer in sync with the firm’s capabilities, when compe¬ 
titors drive the firm from certain markets, when new technology changes the delivery of 
customer benefits, or when the firm identifies a new opportunity that matches its strengths 
and expertise. As we discussed in Chapter 1, the growth of the Internet and electronic 
commerce has affected many industries. The importance and role of travel agents, stock¬ 
brokers, and car dealers has changed dramatically as customers changed the way they shop 
for travel, financial products, and automobiles. Organizations in these and other industries 
have been forced to refocus their efforts by redefining their mission statements. 

Customer-Focused Mission Statements In recent years, firms have realized the role 
that mission statements can play in their marketing efforts. Consequently, mission state¬ 
ments have become much more customer oriented. People’s lives and businesses should 
be enriched because they have dealt with the organization. A focus on profit in the mis¬ 
sion statement means that something positive happens for the owners and managers of 
the organization, not necessarily for the customers or other stakeholders. For example, a 
focus on customers is one of the leading reasons for the long running success of South¬ 
west Airlines. The company’s mission has not changed since 1988: 

The mission of Southwest Airlines is dedication to the highest quality of Customer Service 
delivered with a sense of warmth, friendliness, individual pride, and Company Spirit. 3 

The mission statement of cultural icon Ben & Jerry’s Ice Cream consists of three 
interrelated parts, and is a good example of how an organization can work to have a 
positive impact on customers and society: 4 

Social Mission: To operate the company in a way that actively recognizes the central 
role that business plays in society by initiating innovative ways to improve the quality 
of life locally, nationally and internationally. 

Product Mission: To make, distribute and sell the finest quality all natural ice cream and 
euphoric concoctions with a continued commitment to incorporating wholesome, natural 
ingredients and promoting business practices that respect the Earth and the Environment. 

Economic Mission: To operate the Company on a sustainable financial basis of profit¬ 
able growth, increasing value for our stakeholders and expanding opportunities for 
development and career growth for our employees. 

The infamous 1982 Tylenol cyanide tragedy illustrated the importance of a customer- 
oriented mission statement. After several deaths occurred as a result of outside tampering 
with Tylenol capsules, McNeilab and Johnson & Johnson immediately pulled all Tylenol 
capsules from the market at a direct cost of $100 million. When asked about the difficulty 
of this decision, executives said that the choice was obvious given Johnson & Johnson’s mis¬ 
sion statement. That statement, developed decades earlier by the firm’s founders, established 
that Johnson & Johnson’s primary responsibility is to the doctors, nurses, patients, parents, 
and children who prescribe or use the company’s products. Because the mission dictated the 
firm’s response to the crisis, Tylenol became an even more dominant player in the pain- 
reliever market after the tragedy. 5 Since that time, Johnson & Johnson has faced similar 
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recalls. In 2010, the company recalled several pain relief products, including Tylenol and 
Motrin, due to an unusual moldy smell. Similarly in 2012, all infant Tylenol was pulled from 
U.S. shelves when parents complained about the company’s redesigned bottles. In each case, 
the company’s mission statement was a guiding forcing in making the recall decisions. 6 

Customer-focused mission statements are the norm for charities and humanitarian 
organizations. These nonprofit organizations—just like their for-profit counterparts— 
strive to fulfill their missions through effective marketing programs. For instance, the 
mission of the American Red Cross reads: 

The American Red Cross, a humanitarian organization led by volunteers and guided by 
its Congressional Charter and the Fundamental Principles of the International Red 
Cross and Red Crescent Movement, will provide relief to victims of disaster and help 
people prevent, prepare for, and respond to emergencies. 

Unlike other charitable organizations, the American Red Cross holds a key competi¬ 
tive advantage: its Congressional charter. This gives the American Red Cross the author¬ 
ity needed to respond no matter the nature or complexity of the crisis. During the 
aftermath of Hurricanes Katrina, Rita, and Wilma in 2005, the American Red Cross ini¬ 
tiated its single largest disaster response in the organization’s history. Through a massive 
promotional campaign and significant corporate sponsorships, the American Red Cross 
was able to raise the $2.1 billion needed for relief efforts. 7 


Corporate or Business-Unit Strategy 

All organizations need a corporate strategy, the central scheme or means for utilizing and 
integrating resources in the areas of production, finance, research and development, 
human resources, and marketing, to carry out the organization’s mission and achieve 
the desired goals and objectives. In the strategic planning process, issues such as compe¬ 
tition, differentiation, diversification, coordination of business units, and environmental 
issues all tend to emerge as corporate strategy concerns. In small businesses, corporate 
strategy and business-unit strategy are essentially the same. Although we use both 
terms, corporate and business-unit strategy apply to all organizations, from large cor¬ 
porations to small businesses and nonprofit organizations. 

Larger firms often find it beneficial to devise separate strategies for each strategic business 
unit (SBU), subsidiary, division, product line, or other profit center within the parent firm. 
Business-unit strategy determines the nature and future direction of each business unit, 
including its competitive advantages, the allocation of its resources, and the coordination 
of the functional business areas (marketing, production, finance, human resources, etc.). 
Many organizations manage their differing SBUs in ways that create synergies by providing 
customers a single-branded solution across multiple markets. Sony, for example, has a num¬ 
ber of SBUs including the Consumer Products and Services Group (computers and home 
entertainment), the Professional, Device and Solutions Group (semiconductors), Sony 
Music Entertainment (record labels such as Arista, Epic, Columbia, and LaFace), Sony Pic¬ 
tures Entertainment (Columbia TriStar studios, movie distribution), Sony Mobile Commu¬ 
nications (mobile multimedia and phones), and Sony Financial Holdings. 8 

An important consideration for a firm determining its corporate or business-unit strategy 
is the firm’s capabilities. When a firm possesses capabilities that allow it to serve customers’ 
needs better than the competition, it is said to have a competitive, or differential, advantage. 
Although a number of advantages come from functions other than marketing—such as 
human resources, research and development, or production—these functions often create 
important competitive advantages that can be exploited through marketing activities. For 
example, Walmart’s long-running strategic investments in logistics allow the retailer to 
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operate with lower inventory costs than its competitors—an advantage that translates into 
lower prices at retail. The 3M Company is highly regarded for its expertise in research and 
development. In fact, 3M defines itself as a science company. Their advantage in research 
and innovation allows its 89-plus product categories to excel in eight different business 
units: home and leisure; office; manufacturing and industry; transportation; safety and secu¬ 
rity; health care; electronics, electrical, and communication; and display and graphics. 9 

Competitive advantages cannot be fully realized unless targeted customers see them as 
valuable. The key issue is the organization’s ability to convince customers that its advantages 
are superior to those of the competition. Walmart has been able to convey effectively its low 
price advantage to customers by adhering to an everyday low-price policy. The company’s 
advertising plays on this fact by using “roll back” prices. Interestingly, Walmart’s prices are 
not always the lowest for a given product in a given geographic area. However, Walmart’s 
perception of offering low prices translates into a key competitive advantage for the firm. 


Functional Goals and Objectives 

Marketing and all other business functions must support the organization’s mission and 
goals, translating these into objectives with specific quantitative measurements. For 
example, a corporate or business unit goal to increase return on investment might trans¬ 
late into a marketing objective to increase sales, a production objective to reduce the cost 
of raw materials, a financial objective to rebalance the firm’s portfolio of investments, or 
a human resources objective to increase employee training and productivity. All func¬ 
tional objectives should be expressed in clear, simple terms so that all personnel under¬ 
stand what type and level of performance the organization desires. In other words, 
objectives should be written so that their accomplishment can be measured accurately. 
In the case of marketing objectives, units of measure might include sales volume (in dol¬ 
lars or units), profitability per unit, percentage gain in market share, sales per square 
foot, average customer purchase, percentage of customers in the firm’s target market 
who prefer its products, or some other measurable achievement. 

It is also important for all functional objectives to be reconsidered for each planning 
period. Perhaps no strategy arose in the previous planning period to meet the stated 
objectives. Or perhaps the implementation of new technology allowed the firm to greatly 
exceed its objectives. In either case, realism demands the revision of functional objectives 
to remain consistent with the next edition of the functional area plan. 

Functional Strategy 

Organizations design functional strategies to provide a total integration of efforts that focus 
on achieving the area’s stated objectives. In production, this might involve strategies for pro¬ 
curement, just-in-time inventory control, or warehousing. In human resources, strategies 
dealing with employee recruitment, selection, retention, training, evaluation, and compensa¬ 
tion are often at the forefront of the decision-making process. In marketing strategy, the 
process focuses on selecting one or more target markets and developing a marketing pro¬ 
gram that satisfies the needs and wants of members of that target market. AutoZone, for 
example, targets do-it-yourself “shade tree mechanics” by offering an extensive selection of 
automotive replacement parts, maintenance items, and accessories at low prices. 

Functional strategy decisions do not develop in a vacuum. The strategy must: (1) fit 
the needs and purposes of the functional area with respect to meeting its goals and 
objectives, (2) be realistic given the organization’s available resources and environment, 
and (3) be consistent with the organization’s mission, goals, and objectives. Within the 
context of the overall strategic planning process, each functional strategy must be evalu¬ 
ated to determine its effect on the organization’s sales, costs, image, and profitability. 
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Implementation 

Implementation involves activities that actually execute the functional area strategy. One 
of the more interesting aspects of implementation is that all functional plans have at least 
two target markets: an external market (i.e., customers, suppliers, investors, potential 
employees, the society at large) and an internal market (i.e., employees, managers, execu¬ 
tives). This occurs because functional plans, when executed, have repercussions both 
inside and outside the firm. Even seemingly disconnected events in finance or human 
resources can have an effect on the firm’s ultimate customers—the individuals and busi¬ 
nesses that buy the firm’s products. 

In order for a functional strategy to be implemented successfully, the organization must 
rely on the commitment and knowledge of its employees—its internal target market. After 
all, employees have a responsibility to perform the activities that will implement the strategy. 
For this reason, organizations often execute internal marketing activities designed to gain 
employee commitment and motivation to implement functional plans. 

Evaluation and Control 

Organizations design the evaluation and control phase of strategic planning to keep 
planned activities on target with goals and objectives. In the big picture, the critical 
issue in this phase is coordination among functional areas. For example, timely distribu¬ 
tion and product availability almost always depend on accurate and timely production. 
By maintaining contact with the production manager, the marketing manager helps to 
ensure effective marketing strategy implementation (by ensuring timely production) 
and, in the long run, increased customer satisfaction. The need for coordination is espe¬ 
cially keen in marketing where the fulfillment of marketing strategy always depends on 
coordinated execution with other functional strategies. 

The key to coordination is to ensure that functional areas maintain open lines of 
communication at all times. Although this can be quite a challenge, it is helpful if the 
organizational culture is both internally and externally customer oriented. Maintaining 
a customer focus is extremely important throughout the strategic planning process, but 
especially so during the implementation, evaluation, and control phases of the process. 
Functional managers should have the ability to see the interconnectedness of all business 
decisions and act in the best interests of the organization and its customers. 

In some ways, the evaluation and control phase of the planning process is an ending 
and a beginning. On one hand, evaluation and control occur after a strategy has been 
implemented. In fact, the implementation of any strategy would be incomplete without 
an assessment of its success and the creation of control mechanisms to provide and revise 
the strategy or its implementation—or both if necessary. On the other hand, evaluation 
and control serve as the beginning point for the planning process in the next planning 
cycle. Because strategic planning is a never-ending process, managers should have a system 
for monitoring and evaluating implementation outcomes on an ongoing basis. 

The Marketing Plan 

The result of the strategic planning process described in the first portion of this chapter 
is a series of plans for each functional area of the organization. For the marketing depart¬ 
ment, the marketing plan provides a detailed formulation of the actions necessary to 
carry out the marketing program. Think of the marketing plan as an action document— 
it is the handbook for marketing implementation, evaluation, and control. With that in 
mind, it is important to note that a marketing plan is not the same as a business plan. 
Business plans, although they typically contain a marketing plan, encompass other issues 
such as business organization and ownership, operations, financial strategy, human 
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resources, and risk management. Although business plans and marketing plans are not 
synonymous, many small businesses will consolidate their corporate, business-unit, and 
marketing plans into a single document. 

A good marketing plan requires a great deal of information from many different sources. 
An important consideration in pulling all of this information together is to maintain a big 
picture view while simultaneously keeping an eye on the details. This requires looking at the 
marketing plan holistically rather than as a collection of related elements. Unfortunately, 
adopting a holistic perspective is rather difficult in practice. It is easy to get deeply involved 
in developing marketing strategy only to discover later that the strategy is inappropriate for 
the organization’s resources or marketing environment. The hallmark of a well-developed 
marketing plan is its ability to achieve its stated goals and objectives. 

In the following sections, we explore the marketing plan in more detail, including the 
structure of a typical marketing plan. This structure matches the marketing plan work¬ 
sheets in the Appendix and the sample marketing plan available on our website. As we 
work through the marketing plan structure, keep in mind that a marketing plan can be 
written in many different ways. Marketing plans can be developed for specific products, 
brands, target markets, or industries. Likewise, a marketing plan can focus on a specific 
element of the marketing program, such as a product development plan, a promotional 
plan, a distribution plan, or a pricing plan. 


Marketing Plan Structure 

All marketing plans should be well organized to ensure that all relevant information is con¬ 
sidered and included. Exhibit 2.3 illustrates the structure or outline of a typical marketing 
plan. We say this outline is “typical,” but there are many other ways to organize a market¬ 
ing plan. Although the actual outline used is not that important, most plans will share 
common elements described here. Regardless of the specific outline you use to develop a 
marketing plan, you should keep in mind that a good marketing plan outline is: 

Comprehensive. Having a comprehensive outline is essential to ensure that there are no 
omissions of important information. Of course, every element of the outline may not be 
pertinent to the situation at hand, but at least each element receives consideration. 
Flexible. Although having a comprehensive outline is essential, flexibility should not 
be sacrificed. Any outline you choose must be flexible enough to be modified to fit the 
unique needs of your situation. Because all situations and organizations are different, 
using an overly rigid outline is detrimental to the planning process. 

Consistent. Consistency between the marketing plan outline and the outline of other 
functional area plans is an important consideration. Consistency may also include the 
connection of the marketing plan outline to the planning process used at the corporate- 
or business-unit levels. Maintaining consistency ensures that executives and employees 
outside of marketing will understand the marketing plan and the planning process. 
Logical. Because the marketing plan must ultimately sell itself to top managers, the 
plan’s outline must flow in a logical manner. An illogical outline could force top 
managers to reject or underfund the marketing plan. 

The marketing plan structure that we discuss here has the ability to meet all four of these 
points. Although the structure is comprehensive, you should freely adapt the outline to 
match the unique requirements of your situation. 

The executive summary is a synopsis of the overall marketing 
plan, with an outline that conveys the main thrust of the marketing strategy and its 
execution. The purpose of the executive summary is to provide an overview of the plan 
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EXHIBIT 2.3 Marketing Plan Structure 

I. Executive Summary 

a. Synopsis 

b. Major aspects of the marketing plan 

II. Situation Analysis 

a. Analysis of the internal environment 

b. Analysis of the customer environment 

c. Analysis of the external environment 

III. SWOT Analysis (Strengths, Weaknesses, Opportunities, and Threats) 

a. Strengths 

b. Weaknesses 

c. Opportunities 

d. Threats 

e. Analysis of the SWOT matrix 

f. Developing competitive advantages 

g. Developing a strategic focus 

IV. Marketing Goals and Objectives 

a. Marketing goals 

b. Marketing objectives 

V. Marketing Strategy 

a. Primary (and secondary) target market 

b. Overall branding strategy 

c. Product strategy 

d. Pricing strategy 

e. Distribution/supply chain strategy 

f. Integrated marketing communication (promotion) strategy 

VI. Marketing Implementation 

a. Structural issues 

b. Tactical marketing activities 

VII. Evaluation and Control 

a. Formal controls 

b. Informal controls 

c. Implementation schedule and timeline 

d. Marketing audits 
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so the reader can quickly identify key issues or concerns related to his or her role in 
implementing the marketing strategy. Therefore, the executive summary does not provide 
detailed information found in the following sections, or any other detailed information that 
supports the final plan. Instead, this synopsis introduces the major aspects of the marketing 
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plan, including objectives, sales projections, costs, and performance evaluation measures. 
Along with the overall thrust of the marketing strategy, the executive summary should also 
identify the scope and time frame for the plan. The idea is to give the reader a quick under¬ 
standing of the breadth of the plan and its time frame for execution. 

Individuals both within and outside of the organization may read the executive summary 
for reasons other than marketing planning or implementation. Ultimately, many users of a 
marketing plan ignore some of the details because of the role they play. The CEO, for exam¬ 
ple, may be more concerned with the overall cost and expected return of the plan, and less 
interested in the plan’s implementation. Financial institutions or investment bankers may 
want to read the marketing plan before approving any necessary financing. Likewise, suppli¬ 
ers, investors, or others who have a stake in the success of the organization sometimes 
receive access to the marketing plan. In these cases, the executive summary is critical, as it 
must convey a concise overview of the plan and its objectives, costs, and returns. 

Although the executive summary is the first element of a marketing plan, it should 
always be the last element to be written because it is easier and more meaningful to 
write after the entire marketing plan has been developed. There is another good reason 
to write the executive summary last: It may be the only element of the marketing plan 
read by a large number of people. As a result, the executive summary must accurately 
represent the entire marketing plan. 

Situation Analysis The next section of the marketing plan is the situation analysis, 
which summarizes all pertinent information obtained about three key environments: 
the internal environment, the customer environment, and the firm’s external environ¬ 
ment. The analysis of the firm’s internal environment considers issues such as the avail¬ 
ability and deployment of human resources, the age and capacity of equipment or 
technology, the availability of financial resources, and the power and political struggles 
within the firm’s structure. In addition, this section summarizes the firm’s current mar¬ 
keting objectives and performance. The analysis of the customer environment examines 
the current situation with respect to the needs of the target market (consumer or busi¬ 
ness), anticipated changes in these needs, and how well the firm’s products presently 
meet these needs. Finally, the analysis of the external environment includes relevant 
external factors—competitive, economic, social, political/legal, and technological—that 
can exert considerable direct and indirect pressures on the firm’s marketing activities. 

A clear and comprehensive situation analysis is one of the most difficult parts of 
developing a marketing plan. This difficulty arises because the analysis must be both 
comprehensive and focused on key issues in order to prevent information overload—a 
task actually made more complicated by advances in information technology. The infor¬ 
mation for a situation analysis may be obtained internally through the firm’s marketing 
information system, or it may have to be obtained externally through primary or second¬ 
ary marketing research. Either way, the challenge is often having too much data and 
information to analyze rather than having too little. 

SWOT (Strengths, Weaknesses, Opportunities, and Threats) Analysis SWOT 
analysis focuses on the internal factors (strengths and weaknesses) and external factors 
(opportunities and threats)—derived from the situation analysis in the preceding 
section—that give the firm certain advantages and disadvantages in satisfying the needs 
of its target market(s). These strengths, weaknesses, opportunities, and threats should be 
analyzed relative to market needs and competition. This analysis helps the company 
determine what it does well and where it needs to make improvements. 

SWOT analysis has gained widespread acceptance because it is a simple framework 
for organizing and evaluating a company’s strategic position when developing a market¬ 
ing plan. However, like any useful tool, SWOT analysis can be misused unless one 
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conducts the appropriate research to identify key variables that will affect the perfor¬ 
mance of the firm. A common mistake in SWOT analysis is the failure to separate inter¬ 
nal issues from external issues. Strengths and weaknesses are internal issues unique to 
the firm conducting the analysis. Opportunities and threats are external issues that exist 
independently of the firm conducting the analysis. Another common mistake is to list 
the firm’s strategic alternatives as opportunities. However, alternatives belong in the dis¬ 
cussion of marketing strategy, not in the SWOT analysis. 

At the conclusion of the SWOT analysis, the focus of the marketing plan shifts to address 
the strategic focus and competitive advantages to be leveraged in the strategy. The key to 
developing strategic focus is to match the firm’s strengths with its opportunities to create 
capabilities in delivering value to customers. The challenge for any firm at this stage is to cre¬ 
ate a compelling reason for customers to purchase its products over those offered by compe¬ 
titors. It is this compelling reason that then becomes the framework or strategic focus around 
which the strategy can be developed. As explained in Beyond the Pages 2.2, a common way to 
deliver good value to customers is to sell below cost, or even give the product away. 

Marketing Goals and Objectives Marketing goals and objectives are formal state¬ 
ments of the desired and expected outcomes resulting from the marketing plan. Goals 
are broad, simple statements of what will be accomplished through the marketing strat¬ 
egy. The major function of goals is to guide the development of objectives and to provide 
direction for resource allocation decisions. Marketing objectives are more specific and are 
essential to planning. Marketing objectives should be stated in quantitative terms to per¬ 
mit reasonably precise measurement. The quantitative nature of marketing objectives 
makes them easier to implement after development of the strategy. 

This section of the marketing plan has two important purposes. First, it sets the perfor¬ 
mance targets that the firm seeks to achieve by giving life to its strategic focus through its 
marketing strategy (i.e., what the firm hopes to achieve). Second, it defines the parameters 
by which the firm will measure actual performance in the evaluation and control phase of 
the marketing plan (i.e., how performance will actually be measured). At this point, it is 
important to remember that neither goals nor objectives can be developed without a 
clearly defined mission statement. Marketing goals must be consistent with the firm’s mis¬ 
sion, while marketing objectives must flow naturally from the marketing goals. 

Marketing Strategy This section of the marketing plan outlines how the firm will achieve 
its marketing objectives. In Chapter 1, we said that marketing strategies involve selecting and 
analyzing target markets and creating and maintaining an appropriate marketing program 
(product, distribution, promotion, and price) to satisfy the needs of those target markets. It is 
at this level where the firm will detail how it will gain a competitive advantage by doing some¬ 
thing better than the competition: Its products must be of higher quality than competitive 
offerings, its prices must be consistent with the level of quality (value), its distribution methods 
must be as efficient as possible, and its promotions must be more effective in communicating 
with target customers. It is also important that the firm attempt to make these advantages sus¬ 
tainable. Thus, in its broadest sense, marketing strategy refers to how the firm will manage its 
relationships with customers in a manner that gives it an advantage over the competition. 

Marketing Implementation The implementation section of the marketing plan 
describes how the marketing program will be executed. This section of the marketing 
plan answers several questions with respect to the marketing strategies outlined in the 
preceding section: 
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Beyond the Pages 2.2 

Sell Below Cost, They Will Come 10 


Sometimes the best marketing strategy involves giv¬ 
ing the product away for free, especially if the firm is 
looking for rapid adoption among customers. 
This has long been the case in computer software 
where manufacturers give away restricted "trial" ver¬ 
sions of their software to encourage use and, 
hopefully, purchase. Adobe, for example, gives away 
its popular Reader to help maintain branding of its 
other software products. McAfee and Norton freely 
package their antivirus programs with new computer 
purchases in hopes that buyers will subscribe to their 
continuous update services (priced between $40 and 
$200 per year based on features). The strategy is also 
used in consumer products. Procter & Gamble gives 
away (or sells below cost) its razors in the anticipation 
that it will sell more blades in the future. 

The free or below cost strategy is common among 
products that are sold as platforms. A platform prod¬ 
uct is one that consists of a base product with numer¬ 
ous add-ons or supplemental products. Video gaming 
systems are a good example. When Microsoft 
launched the Xbox 360, it did so using a "neutral 
gross margin" strategy that sold each console at a 
loss. When the cost of parts, cables, and controllers 
are factored in, Microsoft loses roughly $150 per con¬ 
sole. Sony follows a similar strategy with its PlaySta¬ 
tion gaming system. Both Microsoft and Sony make 
up for the losses with higher profit margins on 
games and accessories, as well as brand licensing. 
In the future, Microsoft may shift that strategy to 


make the next edition of the Xbox (due in 2014 or 
2015) profitable from the outset. The risk, however, 
is that Sony will continue to sell its consoles at a 
loss in an effort to undercut Microsoft's dominance 
in the gaming market. 

A similar model is used in music. For example, 
many experts believe that Apple employs a neutral 
profit strategy in its operation of the iTunes store. It is 
estimated that for each $1.29 song sold on iTunes, 
Apple earns only 10 to 20 cents after paying royalties, 
micropayment fees, and infrastructure fees. Apple 
must then use that revenue to cover its operating and 
marketing costs. However, Apple more than makes up 
for these losses via the high profit margins of its iPod, 
iPhone, iPad, Apple TV, and MacBook computers. 

There are many other examples of products sold 
at a loss to stimulate sales of other products. Mobile 
app developers have adopted a "freemium" strategy 
where the base app is provided free of charge, but a 
premium is charged for added features or functional¬ 
ity. These "lite" versions, such as Angry Birds Lite, 
are among the most popular apps available today. 
Further, inkjet printers are typically sold at or below 
cost because they stimulate future sales of ink and 
toner. Wireless phones are sold at a loss, or are sub¬ 
sidized at lower prices, in exchange for a one- or two- 
year service agreement. In grocery retailing, this prac¬ 
tice is referred to as a loss-leader strategy. Common 
grocery loss leaders include milk, eggs, cereal, and 
soft drinks. 


1. What specific marketing activities will be undertaken? 

2. How will these activities be performed? 

3. When will these activities be performed? 

4. Who is responsible for the completion of these activities? 

5. How will the completion of planned activities be monitored? 

6 . How much will these activities cost? 

Without a good plan for implementation, the success of the marketing strategy 
is seriously jeopardized. For this reason, the implementation phase of the marketing 
plan is just as important as the marketing strategy phase. You should remember, 
too, that implementation hinges on gaining the support of employees: Employees imple¬ 
ment marketing strategies, not organizations. As a result, issues such as leadership, 
employee motivation, communication, and employee training are critical to implementa¬ 
tion success. 
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Frontline employees are important assets in developing and implementing marketing strategy. 


Evaluation and Control The final section of the marketing plan details how the 
results of the marketing program will be evaluated and controlled. Marketing control 
involves establishing performance standards, assessing actual performance by comparing 
it with these standards, and taking corrective action if necessary to reduce discrepancies 
between desired and actual performance. Performance standards should be tied back to 
the objectives stated earlier in the plan. These standards can be based on increases in 
sales volume, market share, or profitability, or even advertising standards such as brand 
name recognition or recall. Regardless of the standard selected, all performance stan¬ 
dards must be agreed upon before the results of the plan can be assessed. 

The financial assessment of the marketing plan is also an important component of eval¬ 
uation and control. Estimates of costs, sales, and revenues determine financial projections. 
In reality, budgetary considerations play a key role in the identification of alternative strat¬ 
egies. The financial realities of the firm must be monitored at all times. For example, pro¬ 
posing to expand into new geographic areas or alter products without financial resources is 
a waste of time, energy, and opportunity. Even if funds are available, the strategy must be a 
“good value” and provide an acceptable return on investment to be a part of the final plan. 

Finally, should it be determined that the marketing plan has not lived up to expecta¬ 
tions; the firm can use a number of tools to pinpoint potential causes for the discrepan¬ 
cies. One such tool is the marketing audit—a systematic examination of the firm’s 
marketing objectives, strategy, and performance. The marketing audit can help isolate 
weaknesses in the marketing plan and recommend actions to help improve performance. 
The control phase of the planning process also outlines the actions that can be taken to 
reduce the differences between planned and actual performance. 

Using the Marketing Plan Structure 

In the Appendix, you will find marketing plan worksheets that expand the marketing 
plan structure into a comprehensive framework for developing a marketing plan. These 
worksheets are designed to be comprehensive, flexible, and logical. The consistency of this 
framework with other planning documents will depend on the planning structure used in 
other functional areas of an organization. However, this framework is certainly capable 
of being consistent with the plans from other functional areas. 
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Although you may not use every single portion of the worksheets, you should at least 
go through them in their entirety to ensure that all important information is present. 
You should note that the sample marketing plan provided on our website uses this 
same framework. However, this plan does not match the framework exactly because the 
framework was adapted to match the characteristics of a unique planning situation. 

Before we move ahead, we offer the following tips for using the marketing plan 
framework to develop a marketing plan: 

Plan ahead. Writing a comprehensive marketing plan is very time consuming, 
especially if the plan is under development for the first time. Initially, most of your 
time will be spent on the situation analysis. Although this analysis is very demanding, 
the marketing plan has little chance for success without it. 

Revise, then revise again. After the situation analysis, you will spend most of your 
time revising the remaining elements of the marketing plan to ensure that they 
mesh with each other. Once you have written a first draft of the plan, put it away for a 
day or so. Then, review the plan with a fresh perspective and fine tune sections that 
need changing. Because the revision process always takes more time than expected, it is 
wise to begin the planning process far in advance of the due date for the plan. 

Be creative. A marketing plan is only as good as the information it contains and the 
effort and creativity that go into its creation. A plan developed half-heartedly will 
collect dust on the shelf. 

Use common sense and judgment. Writing a marketing plan is an art. Common sense 
and judgment are necessary to sort through all of the information, weed out poor strategies, 
and develop a sound marketing plan. Managers must always weigh any information 
against its accuracy, as well as their own intuition, when making marketing decisions. 
Think ahead to implementation. As you develop the plan, you should always be 
mindful of how the plan will be implemented. Great marketing strategies that never 
see the light of day do little to help the organization meet its goals. Good marketing 
plans are those that are realistic and doable given the organization’s resources. 
Update regularly. Once the marketing plan has been developed and implemented, it 
should be updated regularly with the collection of new data and information. Many 
organizations update their marketing plans on a quarterly basis to ensure that the 
marketing strategy remains consistent with changes in the internal, customer, and 
external environments. Under this approach, you will always have a working plan that 
covers 12 months into the future. 

Communicate to others. One critical aspect of the marketing plan is its ability 
to communicate to colleagues, particularly top managers who look to the 
marketing plan for an explanation of the marketing strategy, as well as for a 
justification of needed resources, like the marketing budget. 11 The marketing plan also 
communicates to line managers and other employees by giving them points of 
reference to chart the progress of marketing implementation. A survey of marketing 
executives on the importance of the marketing plan revealed that: 

“.... the process of preparing the plan is more important than the document itself... 
A marketing plan does compel attention, though. It makes the marketing team concen¬ 
trate on the market, on the company’s objectives, and on the strategies and tactics 
appropriate to those objectives. It’s a mechanism for synchronizing action.” 12 

Research indicates that organizations that develop formal, written strategic marketing 
plans tend to be more tightly integrated across functional areas, more specialized, and 
more decentralized in decision making. The end result of these marketing planning 
efforts is improved financial and marketing performance. 13 Given these benefits, it is 
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surprising that many firms do not develop formal plans to guide their marketing efforts. 
For example, a survey of CEOs done by the American Banking Association found that 
only 44 percent of community banks have a formal marketing plan. 14 

Purposes and Significance of the Marketing Plan 

The purposes of a marketing plan must be understood to appreciate its significance. 
A good marketing plan will fulfill these five purposes in detail: 

1. It explains both the present and future situations of the organization. This includes 
the situation and SWOT analyses and the firm’s past performance. 

2. It specifies the expected outcomes (goals and objectives) so that the organization can 
anticipate its situation at the end of the planning period. 

3. It describes the specific actions that are to take place so that the responsibility for 
each action can be assigned and implemented. 

4. It identifies the resources that will be needed to carry out the planned actions. 

5. It permits the monitoring of each action and its results so that controls may be 
implemented. Feedback from monitoring and control provides information to start 
the planning cycle again in the next time frame. 

These five purposes are very important to various persons in the firm. Line managers 
have a particular interest in the third purpose (description of specific actions) because 
they are responsible for ensuring the implementation of marketing actions. Middle-level 
managers have a special interest in the fifth purpose (monitoring and control), as they 
want to ensure that tactical changes can be made if needed. These managers must also 
be able to evaluate why the marketing strategy does or does not succeed. 

The most pressing concern for success, however, may lie in the fourth purpose: identify¬ 
ing needed resources. The marketing plan is the means of communicating the strategy to top 
executives who make the critical decisions regarding the productive and efficient allocation 
of resources. Very sound marketing plans can prove unsuccessful if implementation of the 
plan is not adequately funded. It is important to remember that marketing is not the only 
business function competing for scarce resources. Other functions such as finance, research 
and development, and human resources have strategic plans of their own. It is in this vein 
that the marketing plan must sell itself to top management. 

Organizational Aspects of the Marketing Plan 

Who writes the marketing plan? In many organizations, the marketing manager, brand man¬ 
ager, or product manager writes the marketing plan. Some organizations develop marketing 
plans through committees. Others will hire professional marketing consultants to write the 
marketing plan. However, in most firms, the responsibility for planning lies at the level of a 
marketing vice president or marketing director. 15 The fact that top managers develop most 
marketing plans does not necessarily refute the logic of having the brand or product manager 
prepare the plan. However, except in small organizations where one person both develops 
and approves the plan, the authority to approve the marketing plan is typically vested in 
upper-level executives. At this stage, top managers usually ask two important questions: 

1. Will the proposed marketing plan achieve the desired marketing, business unit, and 
corporate goals and objectives? 

2. Are there alternative uses of resources that would better meet corporate or business 
unit objectives than the submitted marketing plan? 

In most cases, final approval actually lies with the president, chairperson, or CEO of the 
organization. 16 Many organizations also have executive committees that evaluate and screen 
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2 .4 Major Obstacles to Developing and Implementing Marketing Plans 


Inadequate communication 
Harmonizing difficulties across sites/countries 
Marketing environment forces 
Inadequate information 
Senior managers lack business/training skills 
Failure to see the whole picture 
Lack of understanding of customers 
Individual manager's empire building 
Monopoly market position/forces 
Top-down approach to planning 
Time to conduct planning activities 
Poor functional involvement/team commitment 
Arrogance/apparent business success 
Lack of enthusiasm among non-marketers 
Staff turnover or lack of staff 
Resistance to change 
Fit with corporate strategy 
Marketing is equated with promotion 
Actioning the plan 
No value given to planning 

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 

Source: Lyndon Simkin, “Barriers Impeding Effective Implementation of Marketing Plans—A Training Agenda,” Journal of Business and Industrial 
Marketing, 17 (Winter 2002): 13. Permission granted by Emerald Group Publishing Corp., 



marketing plans before submission to the approving executive. In the end, regardless of who 
writes the marketing plan, the plan must be clear and persuasive to win the approval of the 
decision makers who make the evaluation. It is also critical that these individuals make efficient 
and timely decisions with respect to the marketing plan. To give the plan every chance for suc¬ 
cess, very little time should elapse between the completion of the plan and its implementation. 

Once a marketing plan has been approved, it still faces many obstacles before its marketing 
programs can come to fruition. Exhibit 2.4 outlines some of these obstacles. One major hurdle 
involves the relative time horizon of the organization’s key stakeholders, particularly its man¬ 
agers and investors. It is quite common for U.S. firms to ignore long-range strategy and focus 
on the near term. Typically, this is caused by a compensation structure that rewards executives 
for short-term financial results such as profit, market capitalization, or stock price. Unfortu¬ 
nately, this mindset can play havoc on many marketing activities—such as advertising to 
build brand awareness—because their results are only apparent over longer time horizons. Con¬ 
sequently, many firms will shift strategies “midstream” rather than wait for results to emerge. 

Maintaining Customer Focus and Balance 
in Strategic Planning 

In the past two decades, many firms have changed the focus and content of their strate¬ 
gic planning efforts and marketing plans. Of these changes, two stand out: (1) renewed 
emphasis on the customer and (2) the advent of balanced strategic planning. These 
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changes require shifting focus from the company’s products to the unique requirements 
of specific target market segments. Firms have also had to become more astute at linking 
marketing activities to other functional areas. 

Customer-Focused Planning 

Focusing on the customer has not been the hallmark of strategic planning throughout history. 
Early in the twentieth century, planning focused on production ideals such as efficiency and 
quality. Automobile pioneer Henry Ford has long been credited with the statement that custo¬ 
mers could have any color car that they wanted, as long as it was black. This mentality, though 
it worked well in its day, meant that strategic planning proceeded with little regard for cus¬ 
tomer needs and wants. Today, cars, trucks, and SUV’s come in an array of colors that 
Henry Ford would have never contemplated. By the middle of the twentieth century, strategic 
planning focused on selling products to customers rather than making products for customers. 
Marketing strategies during this time concentrated on overcoming customer resistance and 
convincing them to buy products whether they needed them or not. Today, we no longer see 
door-to-door sales of vacuum cleaners, brushes, or encyclopedias. 

The cornerstone of marketing thought and practice during the mid-to-late twentieth 
century was the marketing concept, which focused on customer satisfaction and the 
achievement of the firm’s objectives. Having a market or customer orientation meant put¬ 
ting customers’ needs and wants first. This shift in thinking led to the growth of marketing 
research to determine unmet customer needs and systems for satisfying those needs. 
Today’s twenty-first century marketing organizations move one step beyond the marketing 
concept to focus on long-term, value-added relationships with customers, employees, sup¬ 
pliers, and other partners. The focus has shifted from customer transactions to customer 
relationships, from customers to all stakeholders, and from competition to collaboration. 
As explained in Beyond the Pages 2.3, Amazon has created a series of relationships with 
authors, book publishers, movie studios, music companies, customers, and potential com¬ 
petitors in the creation of the ecosystem for its Kindle tablets and e-book readers. 

Market-oriented firms are those that successfully generate, disseminate, and respond 
to market information. These firms focus on customer analysis, competitor analysis, and 
integrating the firm’s resources to provide customer value and satisfaction, as well as 
long-term profits. 18 To be successful, the firm must be able to focus its efforts and 
resources toward understanding their customers in ways that enhance the firm’s ability 
to generate sustainable competitive advantages. 19 By creating organizational cultures that 
put customers first, market-oriented firms tend to perform at higher levels and reap the 
benefits of more highly satisfied customers. Exhibit 2.5 depicts the difference between a 
traditional and market-oriented organizational structure. Where traditional structures are 
very authoritative, with decision-making authority emanating from the top of the hierar¬ 
chy; market-oriented structures decentralize decision making. 

In a market-oriented organization, every level of the organization has its focus on serv¬ 
ing customer needs. Each level serves the levels above it by taking any actions necessary to 
ensure that each level performs its job well. In this case, the role of the CEO is to ensure that 
his or her employees have everything they need to perform their jobs well. This same ser¬ 
vice mentality carries through all levels of the organization, including customers. Thus, the 
job of a frontline manager is to ensure that frontline employees are capable and efficient. 
The end result of the market-oriented design is a complete focus on customer needs. 

In today’s business environment, an orientation towards customers also requires that 
the organization’s suppliers and even competitors be customer oriented as well. Though 
competing firms can continue to serve customers separately, customers can also be 
served through cooperative efforts that place market needs ahead of competitive inter¬ 
ests. For example, Toyota has a number of partnerships with rival carmakers, particularly 
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Beyond the Pages 2.3 

Amazon Is on Fire 17 


Amazon CEO Jeff Bezos has a history of pushing the 
envelope by expanding into areas that don't seem to 
fit the mold of an online retailer. Once billed as "Earth's 
biggest bookstore," Amazon now sells everything from 
electronics to fishing gear and cosmetics. Always 
searching for the next revolutionary product or busi¬ 
ness process, Bezos is no stranger to failure. The com¬ 
pany's moves into search (with A9) and online auctions 
are good examples. However, with the launch of the 
Kindle in 2007, Amazon forever changed book retailing 
and personal media consumption. 

On the surface, the first Kindle was a simple e-book 
reader. Both it and its successors use an e-ink screen 
that is very easy to read without causing eyestrain. 
They offer long battery life and the ability to store thou¬ 
sands of e-books. Although all Kindle models include 
WiFi capabilities, some models also incorporate 3G 
radios that allow customers to download e-books 
in almost any location. Most newly released e-books 
sell for $9.99 to $12.99, far less than typical hardcover 
new releases. Newspaper subscriptions are also avail¬ 
able for less than $20 per month. The ability to buy an e- 
book directly from the Kindle without using a computer 
completely revolutionized book retailing and spawned 
a number of competing products, most notably the 
Apple iPad and Barnes & Noble's Nook. Today, Amazon 
offers over 1 million e-books through its Kindle Store, 
with over 800,000 titles selling for $9.99 or less. That 
selection, combined with the ease of buying e- 
books wirelessly, has converted many book pur¬ 
chases into impulse buys. Today, Amazon sells 
more e-book versions than it does hardback or 
paperback versions of the same title. 

After Apple introduced the iPad in 2010, many began 
to see traditional e-book readers as passe. After all, the 
Kindle and its competitors lacked a color display, smooth 
web browsing, and the ability to watch video. At the 
same time, competitors such as Sony, Motorola, and 
Blackberry had failed to gain any traction against the 


iPad. One of the main reasons for the iPad's popularity 
was and is the tightly integrated ecosystem of apps, 
music, and movies that Apple had built around it. The 
significance of this was not lost on Bezos and Amazon. 
Very quietly, the company began to develop relation¬ 
ships with companies in the music and movie industries. 
Once those were in place, Amazon began to offer music 
downloads (often at prices that beat the iTunes Music 
Store), online movie rentals, and a movie streaming ser¬ 
vice through its Amazon Prime membership program. 

With the ecosystem in place, Amazon was poised 
to move to the next level. Just in time for the 2011 
holiday season, Amazon released the Kindle Fire—a 
1 " tablet based on the Android operating system. 
The Kindle Fire is similar to the iPad in that it can 
access an expansive library of books, magazines, 
music, movies, and apps. However, it is priced at 
only $199, much lower than the $499 for the lowest 
priced iPad. Given its features and lower price, no 
one was surprised when Amazon sold over 5 million 
Kindle Fire units during the first six months. 

Despite its early success, however, industry analysts 
suggest that the Kindle Fire is vulnerable to competi¬ 
tion, especially from the updated iPad and Google's 
Nexus 7 tablet. The main difference between the Kindle 
Fire and the Nexus 7, however, is the ecosystem. To 
date, only Apple and Amazon have been able to create 
the multimedia ecosystem required to support a tablet 
device. Many believe that the future battle among these 
and other companies will take place in textbooks for K- 
12 and colleges/universities. Currently, Amazon and 
Barnes & Noble do very well in selling physical text¬ 
books. However, Apple and its newly released iBooks 
Author (for creating e-textbooks) will certainly make 
waves in the industry. The college textbook market 
alone is a roughly $12 billion per-year business. Time 
will tell whether Amazon can successfully transition 
from physical textbooks to e-textbooks along with the 
rest of the industry. 


focused on hybrid technology. Nissan uses Toyota’s hybrid fuel system in its vehicles, 
while GM has collaborated with Toyota in developing new fuel-cell technologies. 
Recently, Toyota inked agreements with BMW to develop next generation lithium-ion 
batteries, and with Ford to develop hybrid technology for light trucks and SUVs. Toyo¬ 
ta’s partnership with BMW also includes the use of BMW’s diesel engines in cars des¬ 
tined for the European market. 20 
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Balanced Strategic Planning 

The shift to balanced strategic planning was borne out of necessity. As firms approached 
the twenty-first century, they realized that traditional planning and measurement 
approaches were not able to capture value created by the organization’s intangible assets. 
These assets—including such vital issues as customer relationships, processes, human 
resources, innovation, and information—were becoming increasingly important to busi¬ 
ness success, but they were not being reported through traditional financial measures. 
One solution to this problem was the development of the balanced performance score- 
card by Robert Kaplan and David Norton of Harvard University. 21 Their approach to 
strategic planning is illustrated in Exhibit 2.6. 

The basic tenet of the balanced performance scorecard is that firms can achieve better 
performance if they align their strategic efforts by approaching strategy from four com¬ 
plementary perspectives: financial, customer, internal process, and learning and growth. 
The financial perspective is the traditional view of strategy and performance. This per¬ 
spective is vital, but should be balanced by the other components of the scorecard. The 
customer perspective looks at customer satisfaction metrics as a key indicator of firm 
performance, particularly as the firm moves ahead. Financial measures are not suited to 
this task because they report past performance rather than current performance. The 
internal process perspective focuses on the way the business is running by looking at 
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[BIT 2.6 The Balanced Performance Scorecard 



Source: From Robert S. Karlan and David P. Norton, “The Strategy-Focused Organization: How Balanced Scorecard Companies Thrive in the New 
Business Environment” (Boston, MA: Harvard Business School Press, 2001). Used by permission of Harvard Business School Publishing. 


both mission-critical and routine processes that drive day-to-day activity. Finally, the 
learning and growth perspective focuses on people and includes such vital issues as cor¬ 
porate culture, employee training, communication, and knowledge management. 22 

The balanced scorecard has been used successfully by many public and private sector 
organizations. Kaplan and Norton found that these successful firms typically adhered to 
five common principles when implementing the balanced scorecard: 23 

1. Translate the Strategy into Operational Terms. Successful firms are able to illus¬ 
trate the cause-and-effect relationships that show how intangible assets are trans¬ 
formed into value for customers and other stakeholders. This provides a common 
frame of reference for all employees. 

2. Align the Organization to Strategy. Successful firms link different functional areas 
through common themes, priorities, and objectives. This creates synergy within the 
organization that ensures that all efforts are coordinated. 

3. Make Strategy Everyone’s Everyday Job. Successful firms move the strategy from the 
executive boardroom to the front lines of the organization. They do this through 
communication, education, allowing employees to set personal objectives, and tying 
incentives to the balanced scorecard. 

4. Make Strategy a Continual Process. Successful firms hold regular meetings to review 
strategy performance. They also establish a process whereby the firm can learn and 
adapt as the strategy evolves. 

5. Mobilize Change through Executive Leadership. Successful firms have committed 
energetic leaders who champion the strategy and the balanced scorecard. This 
ensures that the strategy maintains momentum. Good leaders also prevent the strat¬ 
egy from becoming an obstacle to future progress. 

The balanced scorecard doesn’t refute the traditional approach to strategic plan¬ 
ning. It does, however, caution business leaders to look at strategy and performance 
as a multidimensional issue. Financial measures, though important, simply cannot 
tell the whole story. One of the major benefits of the balanced scorecard is that it 
forces organizations to explicitly consider during strategy formulation those factors 
that are critical to strategy execution. We cannot stress this point enough. Good 
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strategy is always developed with an eye toward how it will be implemented. Issues 
within the balanced scorecard such as employee training, corporate culture, organiza¬ 
tional learning, and executive leadership are critical to the implementation of any 
strategy. 


Lessons from Chapter 2 

Strategic marketing planning: 

begins with broad decisions, then flows into more specific 
decisions as the process proceeds through subsequent 
planning stages. 

involves establishing an organizational mission, corporate 
or business-unit strategy, marketing goals and objectives, 
marketing strategy, and ultimately a marketing plan, 
must be consistent with the organization’s mission and 
the corporate or business-unit strategy, 
must be coordinated with all functional business areas to 
ensure that the organization’s goals and objectives will be 
considered in the development of each functional plan, 
one of which is the marketing plan, 
establishes marketing-level goals and objectives that 
support the organization’s mission, goals, and objectives, 
develops a marketing strategy, which includes selecting 
and analyzing target markets and creating and 
maintaining an appropriate marketing program to satisfy 
the needs of customers in those target markets, 
ultimately results in a strategic market plan that outlines 
the activities and resources required to fulfill the 
organization’s mission and achieve its goals and 
objectives. 

The organizational mission: 

answers the broad question “What business are we in?” 
identifies what the firm stands for and its basic operating 
philosophy by answering five basic questions: 

1. Who are we? 

2. Who are our customers? 

3. What is our operating philosophy (basic beliefs, 
values, ethics, etc.)? 

4. What are our core competencies or competitive 
advantages? 

5. What are our responsibilities with respect to being a 
good steward of our human, financial, and environ¬ 
mental resources? 

is not the same as the organization’s vision, which seeks to 
answer the question “What do we want to become?” 
should not be too broad or too narrow, thereby rendering 
it useless for planning purposes. 

should be customer oriented. People’s lives and businesses 
should be enriched because they have dealt with the 
organization. 

should never focus on profit. A focus on profit in the 
mission means that something positive happens for the 


owners and managers of the organization, not necessarily 

for the customers or other stakeholders. 

must be owned and supported by employees if the 

organization has any chance of success. 

should not be kept secret but instead communicated to 

everyone—customers, employees, investors, competitors, 

regulators, and society in general. 

should be the least changed part of the strategic plan. 

Business-unit strategy: 

is the central scheme or means for utilizing and 
integrating resources in the areas of production, finance, 
research and development, human resources, and 
marketing to carry out the organization’s mission and 
achieve the desired goals and objectives, 
is associated with developing a competitive advantage 
where the firm leverages its capabilities in order to serve 
customers’ needs better than the competition, 
determines the nature and future direction of each 
business unit, including its competitive advantages, the 
allocation of its resources, and the coordination of 
functional business areas (marketing, production, 
finance, human resources, etc.). 

is essentially the same as corporate strategy in small 
businesses. 

The marketing plan: 

provides a detailed explanation of the actions necessary to 
execute the marketing program and thus requires a great 
deal of effort and organizational commitment to create and 
implement. 

should be well organized to ensure that it considers and 
includes all relevant information. The typical structure or 
outline of a marketing plan includes these elements: 

• executive summary 

• situation analysis 

• SWOT analysis 

• marketing goals and objectives 

• marketing strategies 

• marketing implementation 

• evaluation and control 

should be based on an outline that is comprehensive, 
flexible, consistent, and logical, 
fulfills five purposes: 

• explains both the present and future situations of the 
organization 
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• specifies expected outcomes (goals and objectives) 

• describes the specific actions that are to take place and 
assigns responsibility for each action 

• identifies the resources needed to carry out the 
planned actions 

• permits the monitoring of each action and its results 
so that controls may be implemented 

serves as an important communication vehicle to top 
management and to line managers and employees, 
is an important document, but not nearly as important as 
the knowledge gained from going through the planning 
process itself. 

is most often prepared by the director or vice president of 
marketing, but is ultimately approved by the 
organization’s president, chairman, or CEO. 

Customer-focused strategic planning: 

requires that organizations shift focus from products to 
the requirements of specific target market segments, 
from customer transactions to customer relationships, 
and from competition to collaboration, 
puts customers’ needs and wants first and focuses on 
long-term, value-added relationships with customers, 
employees, suppliers, and other partners, 
must be able to focus its efforts and resources toward 
understanding customers in ways that enhance the firm’s 
ability to generate sustainable competitive advantages, 
instills a corporate culture that places customers at the top 
of the organizational hierarchy. 

Questions for Discussion 

1. In many organizations, marketing does not have a 
place of importance in the organizational hierar¬ 
chy. Why do you think this happens? What are 
the consequences for a firm that gives little impor¬ 
tance to marketing relative to other business 
functions? 

2. Defend or contradict this statement: Developing 
marketing strategy is more important than imple- 

Exercises 

1. Review each of the mission statements listed in 
Exhibit 2.2. Do they follow the guidelines discussed 
in this chapter? How well does each answer the five 
basic questions? What do you make of the changes or 
lack thereof in these mission statements over time? 

2. Talk with a small business owner about the strategic 
planning process he or she uses. Do they have a mis¬ 
sion statement? Marketing goals and objectives? A 


finds ways to cooperate with suppliers and competitors to 
serve customers more effectively and efficiently. 

Balanced strategic planning: 

was borne out of necessity since traditional planning and 
measurement approaches were not able to capture value 
created by an organization’s intangible assets (customer 
relationships, processes, human resources, innovation, 
and information). 

was advocated strongly by Kaplan and Norton with their 
creation of the balanced performance scorecard, 
considers traditional financial indicators of performance, but 
also looks at planning from three additional perspectives: 
customers, internal processes, and learning and growth, 
is used successfully by many public and private sector 
organizations. Successful firms are those that adhere to 
five principles when implementing the balanced scorecard: 

• translate the strategy into operational terms 

• align the organization to strategy 

• make strategy everyone’s everyday job 

• make strategy a continual process 

• mobilize change through executive leadership 

does not refute the traditional approach to strategic 
planning, but it does caution business leaders to look at 
strategy and performance as a multidimensional issue, 
forces organizations to explicitly consider during strategy 
formulation those factors that are critical to strategy 
execution. Good strategy is always developed with an 
eye toward how it will be implemented. 


meriting marketing strategy because if the strategy 
is flawed, its implementation doesn’t matter. 

3. What are some of the potential difficulties in approach¬ 
ing strategic planning from a balanced perspective? 
Isn’t financial performance still the most important 
perspective to take in planning? Explain. 


marketing plan? What are the major issues he or 
she faces in implementing their marketing program? 

3. Palo Alto Software maintains a website devoted 
to business and marketing plans. Log on to 

mplans.com/sample_marketing_plans.php and take 
a look at a few of the sample marketing plans 
available. Do these plans use the same framework 
discussed in this chapter? 
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CHAPTER 

Collecting and 
Analyzing Marketing 
Information 

Introduction 

In this chapter, we begin the process of developing a marketing plan by examining 
key issues in collecting and structuring marketing information to assist in the 
formulation of marketing strategies. Managers in all organizations, large and 
small, devote a major portion of their time and energy to developing plans and 
making decisions. As shown in Beyond the Pages 3.1, continuous tracking of the 
buying preferences of target consumers over time is critical. However, the ability to 
do so requires access to and analysis of data to generate usable information in a 
timely manner. Staying abreast of trends in the marketing environment is but one 
of several tasks performed by marketing managers. However, it is perhaps the 
most important task as practically all planning and decision making depends on 
how well this analysis is conducted. 

One of the most widely used approaches to the collection and analysis of 
marketing information is the situation analysis. The purpose of the situation 
analysis is to describe current and future issues and key trends as they affect 
three key environments: the internal environment, the customer environment, 
and the external environment. As shown in Exhibit 3.1, there are many issues to 
be considered in a situation analysis. When viewed together, the data collected 
during the situation analysis gives the organization a big picture of the issues and 
trends that affect its ability to deliver value to stakeholders. These efforts drive the 
development of the organization’s competitive advantages and strategic focus as 
discussed in the next chapter. 

In this chapter, we examine several issues related to conducting a situation 
analysis, the components of a situation analysis, and the collection of marketing 
data and information to facilitate strategic marketing planning. Although 
situation analysis has traditionally been one of the most difficult aspects of 
market planning, recent advances in technology have made the collection 
of market data and information much easier and more efficient. A wealth of 
valuable data and information are free for the asking. This chapter examines the 
different types of marketing data and information needed for planning, as well as 
many sources where such data may be obtained. 
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Beyond the Pages 3.1 

Baby Boomers Deserve Careful Analysis 1 


Baby boomers—the 77 million people born between 
1946 and 1964—have long been the holy grail of mar¬ 
keters aimed at growing their business. The simple 
numbers have always made boomers a powerful 
force and a favored target of marketers for decades. 
However, today's boomers have reached a critical 
milestone: The youngest boomers are now approach¬ 
ing the age of 50. Currently, more than half of all baby 
boomers are over 50, with the oldest boomers now 
over the age of 65. These numbers are significant 
because 50 is the typical age at which marketers 
give up on consumers. Tradition says that by the 
age of 50, a consumer has developed deeply 
entrenched buying preferences and brand loyalty 
that no amount of marketing can undo. Today's mar¬ 
keters, however, are finding that tradition is wrong. 

Marketers have rediscovered baby boomers for a 
number of reasons. One reason is the incredible buy¬ 
ing potential. Thanks to better health and longer life 
expectancies, most boomers plan to continue working 
well into their 60s in order to shore up their retire¬ 
ment savings. Recent declines in the stock market 
and the retirement accounts of most boomers have 
forced them to look for ways to stay in the workforce 
longer. That extra earning potential makes boomers 
even more attractive. Boomers now control over 80 
percent of our nation's financial assets and are 
responsible for more than half of all consumer 
spending—a whopping $1 trillion every year. A sec¬ 
ond reason is that today's 50+ consumers are much 
more active than their parents. Unlike previous gen¬ 
erations, boomers are much more likely to change 
careers, have more children, go back to school, 
remarry, pursue new hobbies, and inherit more 
money from their parents. Consequently, marketers 
are finding that boomers' brand preferences and shop¬ 
ping habits are not as entrenched as once thought. 
Finally, marketers cannot give up on boomers due to 
the relatively smaller number of Generation X consu¬ 
mers—only 50 million strong—that are following 
behind them. In the years ahead, marketers must con¬ 
tinue to reach out to boomers until the 74 million Gen¬ 
eration Y consumers (those born roughly between 1982 
and 1999) reach their peak earning potential. 


Reaching out to boomers has become a challenge 
for many marketers because they have to throw out 
their stereotypical ideas about 50+ consumers. Gap, 
for example, tried to reach out to boomers using 
advertising featuring well-known boomer celebrities. 
That strategy backfired, however, because Gap's 
clothes do not suit boomers' tastes. Other marketers 
have found success simply by catering to boomers' 
ideals and needs. For example. Dove saw its sales 
increase after it dropped attractive models from its 
advertising in favor of ordinary, 40-something 
women. Cover Girl adopted a similar strategy by 
launching its first line of makeup targeted at older 
women. Further, Home Depot added renovation ser¬ 
vices to its mix in addition to its assortment of pro¬ 
ducts for do-it-yourselfers. And even Honda was 
surprised when it learned that 40 percent of its mini- 
van buyers were older customers who needed to haul 
grandchildren rather than their own children. As a 
result, Honda introduced a version of its popular 
Odyssey minivan to cater to the needs of older 
consumers. 

The picture is not uniformly rosy; however, as 
real estate developers and makers of luxury pro¬ 
ducts have seen a rapid falloff in both interest and 
sales among their traditional boomer clients. As 
their retirement savings have dwindled, boomers 
today are less interested in buying second homes, 
cars, vacations, and other luxury items. This fact 
has forced most retirement planning professionals 
to change tactics. For example, most financial ads 
targeted at boomers today discuss practical and 
measured investment strategies rather than spend¬ 
ing on "the good life." In fact, some investment 
analysts question whether boomers will ever be 
able to retire. 

Experts agree that the key to tapping the boomer 
market is to not assume that they are of one mind. 
Researchers at Duke University have discovered 
that boomers are the most diverse of all current 
generations. Consequently, marketers must continu¬ 
ally gather research on boomers to ensure that their 
marketing resonates with the correct boomer 
segment. 
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EXHIBIT 3. Issues to Be Considered in a Situation Analysis 


The Internal Environment 

Review of current objectives, strategy, and performance 
Availability of resources 
Organizational culture and structure 


The Customer Environment 

Who are our current and potential customers? 

What do customers do with our products? 

Where do customers purchase our products? 

When do customers purchase our products? 

Why (and how) do customers select our products? 

Why do potential customers not purchase our products? 


The External Environment 

Competition 

Economic growth and stability 
Political trends 
Legal and regulatory issues 
Technological advancements 
Sociocultural trends 
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Conducting a Situation Analysis 

Before we move forward in our discussion, it is important to keep in mind four impor¬ 
tant issues regarding situation analysis. We hope our advice helps you overcome poten¬ 
tial problems throughout the situation analysis. 

Analysis Alone Is Not a Solution 

Although it is true that a comprehensive situation analysis can lead to better planning 
and decision making, analysis itself is not enough. Put another way, situation analysis is 
a necessary, but insufficient, prerequisite for effective strategic planning. The analysis 
must be combined with intuition and judgment to make the results of the analysis useful 
for planning purposes. Situation analysis should not replace the manager in the decision¬ 
making process. Its purpose is to empower the manager with information for more effec¬ 
tive decision making. 

A thorough situation analysis empowers the marketing manager because it encourages 
both analysis and synthesis of information. From this perspective, situation analysis 
involves taking things apart: whether it’s a customer segment (in order to study the 
heavy users), a product (in order to understand the relationship between its features 
and customers’ needs), or competitors (in order to weigh their strengths and weaknesses 
against your own). The purpose of taking things apart is to understand why people, pro¬ 
ducts, or organizations perform the way they do. After this dissection is complete, the 
manager can then synthesize the information to gain a big picture view of the complex 
decisions to be made. 
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Data Is Not the Same as Information 

Throughout the planning process, managers regularly face the question: “How much 
data and information do I need?” The answer sounds simple, but in practice it is not. 
Today, there is no shortage of data. In fact, it is virtually impossible to know everything 
about a specific topic. Thankfully, the cost of collecting and storing vast amounts of data 
has dropped dramatically over the past decade. Computer-based marketing information 
systems are commonplace. Online data sources allow managers to retrieve data in a mat¬ 
ter of seconds. The growth of wireless technology now gives managers access to vital data 
while in the field. The bottom line is that managers are more likely to be overwhelmed 
with data rather than face a shortage. 

While the vast amount of available data is an issue to be resolved, the real challenge is 
that good, useful information is not the same as data. Data are easy to collect and store, 
but good information is not. In simple terms, data are a collection of numbers or facts 
that have the potential to provide information. Data, however, do not become informa¬ 
tive until a person or process transforms or combines them with other data in a manner 
that makes them useful to decision makers. For example, the fact that your firm’s sales 
are up 20 percent is not informative until you compare it with the industry’s growth rate 
of 40 percent. It is also important to remember that information is only as good as the 
data from which it comes. As the saying goes, “Garbage in, garbage out.” It is a good 
idea to be curious about, perhaps even suspicious of, the quality of data used for plan¬ 
ning and decision making. 

The Benefits of Analysis Must Outweigh the Costs 

Situation analysis is valuable only to the extent that it improves the quality of the result¬ 
ing marketing plan. For example, data that cost $4,000 to acquire, but improve the qual¬ 
ity of the decision by only $3,999, should not be part of the analysis process. Although 
the costs of acquiring data are easy to determine, the benefits of improved decisions are 
quite difficult to estimate. Managers must constantly ask questions such as: “Where do I 
have knowledge gaps?”, “How can these gaps be filled?”, “What are the costs of filling 
these gaps?”, and “How much improvement in decision making will be gained by acquir¬ 
ing this information?”. By asking these questions, managers can find a balance between 
jumping to conclusions and “paralysis by analysis,” or constantly postponing a decision 
due to a perceived lack of information. Perpetually analyzing data without making any 
decisions is usually not worth the additional costs in terms of time or financial 
resources. 

Conducting a Situation Analysis Is a Challenging Exercise 

Situation analysis is one of the most difficult tasks in developing a marketing plan. Man¬ 
agers have the responsibility of assessing the quality, adequacy, and timeliness of the data 
and information used for analysis and synthesis. The dynamic nature of internal and 
external environments often creates breakdowns in the effort to develop effective infor¬ 
mation flows. This dynamism can be especially troubling when the firm attempts to col¬ 
lect and analyze data in international markets. 

It is important that any effort at situation analysis be well organized, systematic, and 
supported by sufficient resources (e.g., people, equipment, information, budget). How¬ 
ever, the most important aspect of the analysis is that it should be an ongoing effort. 
The analysis should not only take place in the days and weeks immediately preceding 
the formation of strategies and plans; the collection, creation, analysis, and dissemination 
of pertinent marketing data and information must be ingrained in the culture of the 
organization. While this is not an easy task, if the organization is going to be successful 
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EXHIBIT 3.2 
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The Relationship Among the Internal, Customer, and External Environments 



it must have the ability to assess its current situation in real time. This type of live data is 
especially important when tracking customers and competitors. 

A final challenge is the task of tracking all three environments (internal, customer, 
external) simultaneously. Although the rapid pace of change in today’s economy is one 
cause of this difficulty, the relationship among all three environments creates challenges 
as well. As shown in Exhibit 3.2, the internal, customer, and external environments do 
not exist independently. Changes in one portion of the external environment can cause 
subsequent shifts in the customer environment or the internal environment. For exam¬ 
ple, after Mattel sued MGA Entertainment, Inc. for copyright infringement for its Bratz 
doll design, Mattel won a $100 million verdict against MGA. The company was ordered 
to transfer its Bratz line and all intellectual property associated with the product to Mat¬ 
tel. That verdict was eventually overturned on appeal. Later, MGA won a separate suit 
against Mattel for theft of intellectual property. Although the final outcome of the battle 
is still unknown, this single dispute from the legal environment represents a major threat 
to both Mattel and MGA Entertainment. 2 

As we turn our attention to the three major components of the situation analysis, 
keep in mind that data and information about these environments will come from both 
internal and external sources. Even information about the firm’s internal environment 
can be collected via external sources such as third-party analysis and ratings, financial 
commentaries, or customer opinion ratings. Finally, it is important to remember that 
the type of data and information source is not as important as having ready access to a 
wide variety of sources. 
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The Internal Environment 

The first aspect of a situation analysis involves the critical evaluation of the firm’s inter¬ 
nal environment with respect to its objectives, strategy, performance, allocation of 
resources, structural characteristics, and political climate. In Exhibit 3.3, we provide a 
framework for analyzing the internal environment. 


E X H l rs l T 3.3 A Framework for Analyzing the Internal Environment 


Review of Current Marketing Objectives, Strategy, and Performance 


1. What are the current marketing goals and objectives? 

2. Are the marketing goals and objectives consistent with the corporate or business-unit mission, goals, 
and objectives? Are they consistent with recent changes in the customer or external environments? 
Why or why not? 

3. How are current marketing strategies performing with respect to anticipated outcomes (for example, 
sales volume, market share, profitability, communication, brand awareness, customer preference, 
customer satisfaction)? 

4. How does current performance compare to other organizations in the industry? Is the performance 
of the industry as a whole improving or declining? Why? 

5. If performance is declining, what are the most likely causes? Are marketing objectives inconsistent? 
Is the strategy flawed? Was the strategy poorly implemented? 

6. If performance is improving, what actions can be taken to ensure that performance continues to 
improve? Is the improvement in performance due to a better-than-anticipated environment or 
superior planning and implementation? 


Review of Current and Anticipated Organizational Resources 

1. What is the state of current organizational resources (for example, financial, human, experience, 
relationships with key suppliers or customers)? 

2. Are these resources likely to change for the better or worse in the near future? How? 

3. If the changes are for the better, how can these added resources be used to better meet customers’ 
needs? 

4. If the changes are for the worse, what can be done to compensate for these new resource 
constraints? 


Review of Current and Anticipated Cultural and Structural Issues 

1. What are the positive and negative aspects of the current and anticipated organizational 
culture? 

2. What issues related to internal politics or management struggles might affect the organization’s 
marketing activities? 

3. What is the overall position and importance of the marketing function as seen by other functional 
areas? Are key executive positions expected to change in the future? 

4. How will the overall market- or customer-orientation of the organization (or lack thereof) affect 
marketing activities? 

5. Does the organization emphasize a long- or short-term planning horizon? How will this emphasis 
affect marketing activities? 

6. Currently, are there positive or negative issues with respect to motivating employees, especially those 
in frontline positions (for example, sales and customer service)? 
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Review of Current Objectives, Strategy, and Performance 

First, the marketing manager must assess the firm’s current marketing objectives, strat¬ 
egy, and performance. A periodic assessment of marketing objectives is necessary to 
ensure that they remain consistent with the firm’s mission and the changing customer 
and external environments. It may also be necessary to reassess the firm’s marketing 
goals if the objectives prove to be out-of-date or ineffective. This analysis serves as an 
important input to later stages of the marketing planning process. 

The marketing manager should also evaluate the performance of the current market¬ 
ing strategy with respect to sales volume, market share, profitability, and other relevant 
measures. This analysis can take place at many levels: by brand, product line, market, 
business unit, division, and so on. It is also important to analyze the marketing strategy 
relative to overall industry performance. Poor or declining performance may be the 
result of: (1) holding on to marketing goals or objectives inconsistent with the current 
realities of the customer or external environments, (2) a flawed marketing strategy, (3) 
poor implementation, or (4) changes in the customer or external environments beyond 
the control of the firm. The causes for poor or declining performance must be pin¬ 
pointed before marketing strategies can be developed to correct the situation. 

For example, in the mid-1990s Pepsi was locked in a seemingly endless market share 
battle with Coca-Cola. By all accounts, the battle was not going well for Pepsi: its profits 
trailed Coke’s by 47 percent, while its market value was less than half of its chief rival. 3 But 
losing out to Coke in the cola wars was just the kick that Pepsi needed to regroup. Forced 
to look outside of the soft drink industry for new growth opportunities, PepsiCo, Inc. 
moved aggressively into noncarbonated drinks, sports beverages, food, and snacks. Today, 
PepsiCo’s Aquafma bottled water and Gatorade are dominant over Coke’s Dasani bottled 
water and Powerade in their respective markets. Pepsi’s Frito-Lay division commands over 
60 percent of the U.S. snack food market. PepsiCo’s other leading brands, such as Tropi- 
cana and Quaker, are also doing well. However, all of the focus on these other brands 
caused the company to lose focus on its flagship Pepsi brand. After profit increases of 
over 100 percent during the early and mid 2000s, Pepsi’s profits actually fell somewhat in 
2012. A new $600 million marketing boost is planned to reinvigorate Pepsi’s core brands. 4 


Availability of Resources 

Second, the marketing manager must review the current and anticipated levels of organi¬ 
zational resources that can be used for marketing purposes. This review includes an analy¬ 
sis of financial, human, and experience resources, as well as any resources the firm might 
hold in key relationships with supply chain partners, strategic alliance partners, or cus¬ 
tomer groups. An important element of this analysis is to gauge whether the availability 
or level of these resources is likely to change in the near future. Additional resources 
might be used to create competitive advantages in meeting customer needs. If the market¬ 
ing manager expects resource levels to decline, he or she must find ways to compensate 
when establishing marketing goals, objectives, and strategies for the next planning period. 

In bad economic times, financial shortfalls get most of the attention. However, many 
experts predict that a shortage of skilled labor will be a major problem in the U.S. over 
the next few years. The problem is not the raw number of workers, but the skill set that 
each one brings to the job. After years of increasing technological innovation, workers 
must now possess the right set of skills to work with technology. Likewise, workers of 
today must possess knowledge-related skills such as abstract reasoning, problem solving, 
and communication. Firms are also trying to increase labor productivity by doing the 
same or more work with fewer employees. Companies in many industries—most notably 
services—have turned to off shoring jobs to other countries where highly-educated, 
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English speaking employees will work for less pay than their U.S. counterparts. Of all 
white-collar jobs that have been offshored, a full 90 percent are now located in India. 
An interesting irony is that the same technology that demands increased skills from 
employees allows these jobs to be offshored to other countries. Experts suggest that 30 
to 80 percent of work for any company can be potentially offshored to other countries. 5 

Organizational Culture and Structure 

Finally, the marketing manager should review current and anticipated cultural and struc¬ 
tural issues that could affect marketing activities. One of the most important issues in 
this review involves the internal culture of the firm. In some organizations, marketing 
does not hold a prominent position in the political hierarchy. This situation can create 
challenges for the marketing manager in acquiring resources and gaining approval of the 
marketing plan. The internal culture also includes any anticipated changes in key execu¬ 
tive positions within the firm. The marketing manager, for example, could have difficulty 
in dealing with a new production manager who fails to see the benefits of marketing. 
Other structural issues to be considered include the overall customer orientation of the 
firm (or lack thereof), issues related to employee motivation and commitment to the 
organization (particularly among unionized employees), and the relative emphasis on 
long-term versus short-term planning. Top managers who concern themselves only with 
short-term profits are unlikely to see the importance of a marketing plan that attempts 
to create long-term customer relationships. 

For most firms, culture and structure are relatively stable issues that do not change 
dramatically from one year to the next. In fact, changing or reorienting an organization’s 
culture is a difficult and time-consuming process. In some cases, however, the culture 
and structure can change swiftly, causing political and power struggles within the orga¬ 
nization. Consider the effects when two organizations combine their separate cultures 
and structures during a merger. For example, the largest merger in U.S. history took 
place in 2001 when AOL acquired Time Warner. At the time, the $162 billion merger 
was hailed as visionary in its combination of old and new media to lead the convergence 
of communication, entertainment, and media. However, the massive size of the merger, 
the differences in corporate cultures, and intense competition in the Internet advertising 
business conspired to lessen the potential payoff from the merger. In fact, Time Warner’s 
stock fell almost 80 percent after the merger. Eventually, the two companies split apart. 
The move, which came on the heels of Time Warner’s spinoff of Time Warner Cable, 
was designed to refocus Time Warner’s efforts on its core cable networks and magazines. 
Today, the AOL/Time Warner merger is considered the worst in U.S. history. 6 


The Customer Environment 

In the second part of the situation analysis, the marketing manager must examine the 
current and future situation with respect to customers in the firm’s target markets. Dur¬ 
ing this analysis, information should be collected that identifies: (1) the firm’s current 
and potential customers, (2) the prevailing needs of current and potential customers, 
(3) the basic features of the firm’s and competitors’ products perceived by customers as 
meeting their needs, and (4) anticipated changes in customers’ needs. 

In assessing the firm’s target markets, the marketing manager must attempt to under¬ 
stand ah relevant buyer behavior and product usage characteristics. One method that the 
manager can use to collect this information is the 5W Model: Who, What, Where, 
When, and Why. We have adapted and applied this model to customer analysis, as 
shown in Exhibit 3.4. Organizations that are truly market- or customer-oriented should 
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EXHIBIT 3.4 The Expanded 5W Model for Customer Analysis 

I Who Are Our Current and Potential Customers? 

1. What are the demographic, geographic, and psychographic characteristics of our customers? 

2. Who actually purchases our products? 

3. How do these purchasers differ from the users of our products? 

4. Who are the major influences of the purchase decision? 

5. Who is financially responsible for making the purchase? 

What Do Customers Do with Our Products? 

1. In what quantities and in what combinations are our products purchased? 

2. How do heavy users of our products differ from light users? 

3. Do purchasers use complementary products during the consumption of our products? If so, what is 
the nature of the demand for these products, and how does it affect the demand for our products? 

4. What do our customers do with our products after consumption? 

5. Are our customers recycling our products or packaging? 

Where Do Customers Purchase Our Products? 

1. From what types of vendors are our products purchased? 

2. Does e-commerce have an effect on the purchase of our products? 

3. Are our customers increasing their purchasing from nonstore outlets? 

When Do Customers Purchase Our Products? 

1. Are the purchase and consumption of our products seasonal? 

2. To what extent do promotional events affect the purchase and consumption of our products? 

3. Do the purchase and consumption of our products vary based on changes in physical/social sur¬ 
roundings, time perceptions, or the purchase task? 

Why (and How) Do Customers Select Our Products? 

1. What are the basic features provided by our products and our competitors’ products? How do our 
products compare to those of competitors? 

2. What are the customer needs fulfilled by our products and our competitors’ products? How well do 
our products meet these needs? How well do our competitors’ products meet these needs? 

3. Are the needs of our customers expected to change in the future? If so, how? 

4. What methods of payment do our customers use when making a purchase? Is the availability of 
credit or financing an issue with our customers? 

5. Are our customers prone to developing close long-term relationships with us and our competitors, 
or do they buy in a transactional fashion (primarily based on price)? 

6. How can we develop, maintain, or enhance the relationships we have with our customers? 

Why Do Potential Customers Not Purchase Our Products? 

1. What are the basic needs of noncustomers that our products do not meet? 

2. What are the features, benefits, or advantages of competing products that cause noncustomers to 
choose them over our products? 

3. Are there issues related to distribution, promotion, or pricing that prevent noncustomers from pur¬ 
chasing our products? 

4. What is the potential for converting noncustomers into customers of our products? 

Source: Adapted from Donald R. Lehmann and Russell S. Winer, Analysis for Marketing Planning, 6th edition (Boston: McGraw-Hill/Irwin, 
2005). Copyright 2005 The McGraw-Hill Companies, Inc. 
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know their customers well enough that they have easy access to the types of information 
that answer these questions. If not, the organization may need to conduct primary mar¬ 
keting research to fully understand its target markets. 

Who Are Our Current and Potential Customers? 

Answering the “who” question requires an examination of the relevant characteristics 
that define target markets. This includes demographic characteristics (gender, age, 
income, etc.), geographic characteristics (where customers live, density of the target mar¬ 
ket, etc.), and psychographic characteristics (attitudes, opinions, interests, etc.). Depend¬ 
ing on the types of products sold by the firm, purchase influences or users, rather than 
actual purchasers, may be important as well. For example, in consumer markets it is well 
known that the influence of children is critical for purchases such as cars, homes, meals, 
toys, and vacations. In business markets, the analysis typically focuses on the buying cen¬ 
ter. Is the buying decision made by an individual or by a committee? Who has the great¬ 
est influence on the purchase decision? 

The analysis must also assess the viability of potential customers or markets that may 
be acquired in the future. This involves looking ahead to situations that may increase the 
firm’s ability to gain new customers. For example, firms around the world are particu¬ 
larly excited about the further opening of the Chinese market and its 1.3 billion potential 
consumers. Many firms, including Procter & Gamble, Walmart, Starbucks, and Pepsi 
have established a presence in China that they hope to leverage for future growth oppor¬ 
tunities. The excitement about the Chinese market stems from its strong middle-class of 
over 250 million consumers. 7 

What Do Customers Do with Our Products? 

The “what” question entails an assessment of how customers consume and dispose of the 
firm’s products. Here the marketing manager might be interested in identifying the rate of 
product consumption (also called the usage rate), differences between heavy and light users 
of products, whether customers use complementary products during consumption, and 



Many firms see China as the world’s most lucrative market with over 1.3 billion potential consumers. 
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what customers do with the firm’s products after consumption. In business markets, cus¬ 
tomers typically use the firm’s products in the creation of their own products. As a result, 
business customers tend to pay very close attention to product specifications and quality. 

In some cases, marketers cannot fully understand how customers use their products 
without looking at the complementary products that go with them. In these cases of 
derived demand —where the demand for one product depends on (is derived from) the 
demand of another product—the marketer must also examine the consumption and 
usage of the complementary product. For example, tire manufacturers concern them¬ 
selves with the demand for automobiles, and makers of computer accessories closely 
watch the demand for desktop and laptop computers. By following the demand for and 
consumption of complementary products, marketers are in a much better position to 
understand how customers use their own products. 

Before customers and marketers became more concerned about the natural environ¬ 
ment, many firms looked only at how their customers used products. Today, marketers 
have become increasingly interested in how customers dispose of products, such as 
whether customers recycle the product or its packaging. Another postconsumption 
issue deals with the need for reverse channels of distribution to handle product repairs. 
Car manufacturers, for example, must maintain an elaborate network of certified repair 
facilities (typically through dealers) to handle maintenance and repairs under warranty. 

Sometimes recycling and repair issues come into conflict. The relatively low cost of 
today’s home electronics leads many customers to buy new televisions, computers, or 
cell phones rather than have old ones repaired. As discussed in Beyond the Pages 3.2, 
this causes a problem: What do consumers do with e-waste, or broken and obsolete 
electronic devices? Though e-waste makes up only 1 percent of our country’s garbage 
volume, state governments and local communities have struggled for years with the 
e-waste that enters our nation’s landfills. 

Where Do Customers Purchase Our Products? 

The “where” question is associated mainly with distribution and customer convenience. 
Until recently, most firms looked solely at traditional channels of distribution, such as 
brokers, wholesalers, and retailers. Thus, the marketing manager would have concerns 
about the intensity of the distribution effort and the types of retailers that the firm’s cus¬ 
tomers patronized. Today, however, many other forms of distribution are available. The 
fastest growing form of distribution today is nonstore retailing—which includes vending 
machines; direct marketing through catalogs, home sales, or infomercials; and electronic 
retailing through the Internet, interactive television, and video kiosks. Business markets 
have also begun to capitalize on the lower costs of procurement via the Internet. Like¬ 
wise, many manufacturers have bypassed traditional distribution channels in favor of 
selling through their own outlet stores or websites. For example, there are so now many 
different avenues for downloading or streaming movies, either online or via cable, that 
the traditional movie rental business is in jeopardy. 

When Do Customers Purchase Our Products? 

The “when” question refers to any situational influences that may cause customer pur¬ 
chasing activity to vary over time. This includes broad issues, such as the seasonality of 
the firm’s products and the variability in purchasing activity caused by promotional 
events or budgetary constraints. Everyone knows that consumer purchasing activity 
increases just after payday. In business markets, budgetary constraints and the timing 
of a firm’s fiscal year often dictate the “when” question. For example, many schools 
and universities buy large quantities of supplies just before the end of their fiscal years. 
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Beyond the Pages 3.2 

The Ongoing Challenge of E-Waste 8 


What do you do with an old computer, television, 
DVD player, cell phone, or any other consumer elec¬ 
tronic device when it no longer works? Having the 
device repaired is typically not justifiable given the 
high repair cost relative to buying a new item. If you 
are like most people, you throw these devices into the 
trash, a drawer, or give them away. Therein lies the 
problem with electronic waste, or e-waste; which is 
now a major problem for electronics manufacturers, 
state and local governments, and the U.S. Environ¬ 
mental Protection Agency. Recent data shows that 
over 86 percent of discarded electronics (2 million 
tons) ends up in our nation's landfills. Many of these 
discarded items contain toxins such as mercury, cad¬ 
mium, and lead which can contaminate the soil and 
water if they are not disposed of properly. 

Because of the growing problem of e-waste, many 
state and local governments have taken steps to solve 
the problem. In 2007, for example, Minnesota 
required manufacturers to collect and recycle 60 per¬ 
cent of discarded electronics they sold in the state. 
Oregon followed suit in 2009. Today, only 20 states 
ban electronics from landfills. California, for example, 
mandates 100 percent recycling of used electronics, 
but adds $8 to $25 to the price of new items to help 
offset the recycling costs. To date, there is no federal 
law that governs e-waste, though Congress has been 
looking into the issue. One such proposal adds recy¬ 
cling requirements for electronics retailers as well as 
manufacturers. Such actions put enormous pressure 
on these companies, many of which do not have 
reverse supply chain procedures in place to handle 
incoming e-waste. Television manufacturers face the 
biggest obstacles in recycling. Old televisions are big, 
heavy, and often very difficult for consumers to haul 
to recycling facilities. Further, the number of recycled 
televisions is growing rapidly as consumers switch 
from analog CRT televisions to flat-panel digital mod¬ 
els. Consumers are also confused about what they are 
supposed to do with obsolete and broken electronics. 

To handle the growing demands for recycling, the 
industry established the Electronic Manufacturers 


Recycling Management Company, which is funded 
by its members—including Toshiba, Sharp, and 
Panasonic. Other companies use third-party recy¬ 
clers, such as Waste Management, to handle recy¬ 
cling. Electronic Recyclers International, the 
country's largest recycler of electronic waste, pro¬ 
cesses 15 million pounds of e-waste every month at 
seven locations in six states. The company has over 
2,000 clients, including Best Buy. Dell and Goodwill 
Industries developed an innovative strategy—the 
Reconnect Partnership—where Dell provides training 
and financial support to refurbish old computers. 
The effort saves over 2.7 million pounds of computer 
waste from going into landfills each year. The strat¬ 
egy is a huge win for Goodwill, which like other char¬ 
ities has been inundated with donations of unwanted 
electronics. 

E-waste is now a lucrative business for recyclers 
as the industry generates over $3 billion in annual 
revenue. It also generated a fair amount of contro¬ 
versy when it was discovered that some recyclers 
were exporting e-waste to other countries (mostly 
Asia, Mexico, and Africa) for disposal. These coun¬ 
tries have lax environmental laws that make the e- 
waste problem much more difficult in communities 
where the e-waste is stored. Such actions are a viola¬ 
tion of the Basel Convention—an international agree¬ 
ment that restricts trade in hazardous waste. The U.S. 
has yet to ratify the agreement. However, the EPA 
does require approval before U.S. companies can 
export CRT displays (computer monitors and televi¬ 
sions with picture tubes), which are among the most 
dangerous types of e-waste. Due to the growing 
importance of the e-waste problem, many compa¬ 
nies—like Dell —have published formal polices 
regarding e-waste and e-recycling. In addition to elec¬ 
tronics manufacturers, retailers and service compa¬ 
nies are now on board. Amazon, for example, 
recently launched an electronics trade-in program. 
The company will accept trade-ins for over 2,500 
devices in exchange for credit good for future 
Amazon purchases. 


The “when” question also includes more subtle influences that can affect purchasing 
behavior, such as physical and social surroundings, time perceptions, and the purchase 
task. For example, a consumer may purchase a domestic brand of beer for regular 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Chapter 3: Collecting and Analyzing Marketing Information 65 


home consumption, but purchase an import or microbrew when visiting a bar (physical 
surroundings), going out with friends (social surroundings), or hosting a party. Custo¬ 
mers can also vary their purchasing behavior based on the time of day or how much 
time they have to search for alternatives. Variation by purchase task depends on what 
the customer intends to accomplish with the purchase. For example, a customer may 
purchase brand A for her own use, brand B for her children, and brand C for her 
coworker as a gift. 

Why (and How) Do Customers Select Our Products? 

The “why” question involves identifying the basic need-satisfying benefits provided by 
the firm’s products. The potential benefits provided by the features of competing pro¬ 
ducts should also be analyzed. This question is important because customers may pur¬ 
chase the firm’s products to fulfill needs that the firm never considered. For example, 
most people think of vinegar as an ingredient in salad dressings. However, vinegar boasts 
many other uses, including cleaning floors, loosening rusted screws or nuts, tenderizing 
meat, and softening hard paint brushes. 9 The answer to the “why” question can also aid 
in identifying unsatisfied or undersatisfied customer needs. During the analysis, it is also 
important to identify potential changes in customers’ current and future needs. Custo¬ 
mers may purchase the firm’s products for a reason that may be trumped by newly 
launched competitive products in the future. 

The “how” part of this question refers to the means of payment that customers use 
when making a purchase. Although most people use cash (which also includes checks 
and debit cards) for most transactions, the availability of credit makes it possible for cus¬ 
tomers to take possession of high-priced products like cars and homes. The same is true 
in business markets where credit is essential to the exchange of goods and services in 
both domestic and international transactions. Recently, a very old form of payment has 
reemerged in business markets—barter. Barter involves the exchange of goods and ser¬ 
vices for other goods or services; no money changes hands. Barter arrangements are 
very good for small businesses short on cash. According to the International Reciprocal 
Trade Association, over $12 billion of international trade in goods and services is con¬ 
ducted annually on a non-cash basis—a number that represents over 15 percent of the 
global economy. Barter has grown at the rate of roughly 8 percent each year, thanks in 
part to the advent of barter networks on the Internet. 10 


Why Do Potential Customers Not Purchase Our Products? 

An important part of customer analysis is the realization that many potential customers 
choose not to purchase the firm’s products. Although there are many potential reasons 
why customers might not purchase a firm’s products, some reasons include: 

Noncustomers have a basic need that the firm’s product does not fulfill. 
Noncustomers perceive that they have better or lower-priced alternatives, such as 
competing substitute products. 

Competing products actually have better features or benefits than the firm’s product. 
The firm’s product does not match noncustomers’ budgets or lifestyles. 

Noncustomers have high switching costs. 

Noncustomers do not know that the firm’s product exists. 

Noncustomers have misconceptions about the firm’s product (weak or poor image). 
Poor distribution makes the firm’s product difficult to find. 

Once the manager identifies the reasons for non-purchase, he or she should make a 
realistic assessment of the potential for converting noncustomers into customers. 
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Although conversion is not always possible, in many cases converting noncustomers is as 
simple as taking a different approach. For example, Australian-based Casella Wines was 
able to convert noncustomers into wine drinkers by fundamentally changing their 
approach to the wine industry. Through its [yellow tail] brand, Casella converted non¬ 
wine drinkers by positioning itself as being easy to drink, easy to understand, easy to 
buy, and fun. [yellow tail] ignored long-held wine attributes such as prestige and com¬ 
plexity to make wine more approachable to the masses. The end result is that [yellow 
tail] is now the best selling imported wine brand in the U.S. 11 

Once the marketing manager has analyzed the firm’s current and potential customers, 
the information can be used to identify and select specific target markets for the revised 
marketing strategy. The firm should target those customer segments where it can create 
and maintain a sustainable advantage over its competition. 


The External Environment 

The final and broadest issue in a situation analysis is an assessment of the external envi¬ 
ronment, which includes all the external factors—competitive, economic, political, legal/ 
regulatory, technological, and sociocultural—that can exert considerable direct and indi¬ 
rect pressures on both domestic and international marketing activities. Exhibit 3.5 pro¬ 
vides a framework for analyzing factors in the external environment. As this framework 
suggests, the issues involved in examining the external environment can be divided into 
separate categories (i.e., competitive, economic, legal, etc.). However, some environmen¬ 
tal issues can fall into multiple categories. 

One such example is the explosive growth in direct-to-consumer (DTC) advertising in 
the pharmaceutical industry. In 2010, the industry spent roughly $4.4 billion on DTC 
advertising through “ask your doctor” style ads aimed at encouraging consumers to 
request drugs by name from their physicians. This promotional strategy has been praised 
and criticized on a number of fronts. Some argue that DTC advertising plays an important 
role in educating the population about both disease and available treatments. Critics— 
including the U.S. Congress—argue that DTC advertising encourages consumers to self- 
diagnose and is often misleading about a drug’s benefits and side effects. In response to 
these criticisms, the pharmaceutical industry developed a set of guiding principles for 
DTC advertising. However, most expect Congress to eventually pass legislation curtailing 
or barring the practice. 12 

Issues in the external environment can often be quite complex. For example, a 1997 
strike by UPS employees not only put UPS employees out of work, it also led to economic 
slowdowns in UPS hub cities. The strike also became a political issue for President Bill 
Clinton as he was continually pressured to invoke the Taft-Hartley Act to force striking 
UPS employees back to work. Although the effects of the UPS strike were short-lived, 
some changes have a lasting impact. The tragic events of September 11, 2001 led to 
many changes in the competitive, economic, political, legal, technological, and sociocul¬ 
tural environments that will be felt for decades to come. Thankfully, complex situations 
like these occur infrequently. As we examine each element of the external marketing 
environment, keep in mind that issues that arise in one aspect of the environment are 
usually reflected in other elements as well. 

Competition 

In most industries, customers have preferences and choices in terms of the goods and 
services they can purchase. Thus, when a firm defines the target markets it will serve, it 
simultaneously selects a set of competing firms. The current and future actions of these 
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E X H l B l T 3. E A Framework for Analyzing the External Environment 




Competition 


1. Who are our major brand, product, generic, and total budget competitors? What are their charac¬ 
teristics in terms of size, growth, profitability, strategies, and target markets? 

2. What are our competitors’ key strengths and weaknesses? 

3. What are our competitors’ key capabilities and vulnerabilities with respect to their marketing pro¬ 
gram (for example, products, distribution, promotion, and pricing)? 

4. What response can we expect from our competitors if environmental conditions change or if we 
change our marketing strategy? 

5. How is our set of competitors likely to change in the future? Who are our new competitors likely 
to be? 


Economic Growth and Stability 

1. What are the general economic conditions of the country, region, state, and local area in which our 
firm operates? 

2. What are the economic conditions of our industry? Is our industry growing? Why or why not? 

3. Overall, are customers optimistic or pessimistic about the economy? Why? 

4. What are the buying power and spending patterns of customers in our industry? Are our industry’s 
customers buying less or more of our products? Why? 

Political Trends 

1. Have recent elections changed the political landscape within our domestic or international markets? 
If so, how? 

2. What type of industry regulations do elected officials favor? 

3. What are we doing currently to maintain good relations with elected officials? Have these activities 
been effective? Why or why not? 

Legal and Regulatory Issues 

1. What proposed changes in international, federal, state, or local laws and regulations have the poten¬ 
tial to affect our marketing activities? 

2. Do recent court decisions suggest that we should modify our marketing activities? 

3. Do the recent rulings of federal, state, local and self-regulatory agencies suggest that we should 
modify our marketing activities? 

4. What effect will changes in global trade agreements or laws have on our international marketing 
opportunities? 

Technological Advancements 

1. What impact has changing technology had on our customers? 

2. What technological changes will affect the way that we operate or manufacture our products? 

3. What technological changes will affect the way that we conduct marketing activities such as distri¬ 
bution or promotion? 

4. Are there any current technologies that we do not use to their fullest potential in making our mar¬ 
keting activities more effective and efficient? 

5. Do any technological advances threaten to make our products obsolete? Does new technology have 
the potential to satisfy previously unmet or unknown customer needs? 

Sociocultural Trends 

1. How are society’s demographics and values changing? What effect will these changes have on our 
customers, products, pricing, distribution, promotion, and our employees? 

continued 
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xhibit 3.5 ( continued) 


2. What challenges or opportunities have changes in the diversity of our customers and employees 
created? 

3. What is the general attitude of society about our industry, company, and products? Could we take 
actions to improve these attitudes? 

4. What social or ethical issues should we be addressing? 


© Cengage Learning 2013 

competitors must be constantly monitored, and hopefully even anticipated. One of the 
major problems in analyzing competition is the question of identification. That is, how 
does the manager answer the question “Who are our current and future competitors?” 
To arrive at an answer, the manager must look beyond the obvious examples of compe¬ 
tition. Most firms face four basic types of competition: 

1. Brand competitors, which market products with similar features and benefits to the 
same customers at similar prices. 

2. Product competitors, which compete in the same product class, but with products 
that are different in features, benefits, and price. 

3. Generic competitors, which market very different products that solve the same 
problem or satisfy the same basic customer need. 

4. Total budget competitors, which compete for the limited financial resources of the 
same customers. 

Exhibit 3.6 presents examples of each type of competition for selected product mar¬ 
kets. In the compact SUV segment of the automotive industry, for example, the Chevro¬ 
let Equinox, Ford Escape, Elonda CR-V, and Jeep Compass are brand competitors. 


r 3.6 Examples of Major Types of Competition 



Product Category 
(Need Fulfilled) 

Brand 

Competitors 

Product 

Competitors 

Generic 

Competitors 

Total Budget 
Competitors 


Compact SUVs 

Chevrolet Equinox 

Mid-size SUVs 

Rental cars 

Vacation 


(Transportation) 

Ford Escape 

Honda CR-V 

Jeep Compass 

Trucks 

Passenger cars 
Minivans 

Motorcycles 

Bicycles 

Public transportation 

Debt reduction 

Home remodeling 


Soft Drinks 

(Refreshment) 

Coca-Cola Zero 

Diet Coke 

Pepsi Cola 

Diet Pepsi 

Tea 

Orange juice 

Bottled water 

Energy drinks 

Tap water 

Candy 

Gum 

Potato chips 


Movies 

Harry Potter 

Cable TV 

Athletic events 

Shopping 


(Entertainment) 

Twilight 

Pay-Per-View 

Arcades 

Reading 



Star Trek 

Video rentals 

Concerts 

Fishing 

s 

Colleges 

New Mexico 

Trade School 

Books 

New Cars 

1 

(Education) 

Florida State 

Community college 

CDs 

Vacations 

© 


LSU 

Online programs 

Apprenticeship 

Investments 
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However, each faces competition from other types of automotive products, such as mid¬ 
size SUVs, trucks, minivans, and passenger cars. Some of this product competition 
comes from within each company’s own product portfolio (e.g., Honda’s Pilot SUV, 
Accord sedan, Odyssey minivan, and Ridgeline truck compete with the CR-V). Compact 
SUVs also face generic competition from motorcycles, bicycles, rental cars, and public 
transportation—all of which offer products that satisfy the same basic customer need 
for transportation. Finally, customers have many alternative uses for their money rather 
than purchasing a compact SUV: They can take a vacation, install a pool in the back¬ 
yard, buy a boat, start an investment fund, or pay off debt. 

All four types of competition are important, but brand competitors rightfully receive 
the greatest attention as customers see different brands as direct substitutes for each 
other. For this reason, strategies aimed at getting customers to switch brands are a 
major focus in any effort to beat brand competitors. For example, Gatorade, far and 
away the dominant sports drink, has lost market share in recent years to competitors 
such as Vitamin Water, Propel, and Powerade. To refresh the Gatorade brand, Pepsi 
plans to expand its reach from sports drinks (a $7 billion industry) to sports nutrition 
(a $20 billion industry). Using research from its Florida-based Sports Science Institute, 
Pepsi plans to expand its Gatorade line to include energy bars, gels, protein shakes, and 
any other nutrition-related products that athletes use to boost energy, performance, 
endurance, and recovery. The first outward sign of the shift came in the repackaging of 
its core G-series lines into 01 Prime (pre-workout products), 02 Perform (during- 
workout products), and 03 Recover (post-workout products). The second launch was a 
line of energy chews designed to boost athletic performance. The new strategy is chal¬ 
lenging in that Gatorade must shift its distribution system from one that is 
solely focused on beverages, to one that can handle the assortments and sizes of new 
product lines. 13 

Competitive analysis has received greater attention recently for several reasons: more 
intense competition from sophisticated competitors, increased competition from foreign 
firms, shorter product life cycles, and dynamic environments, particularly in the area of 
technological innovation. A growing number of companies have adopted formalized 
methods of identifying competitors, tracking their activities, and assessing their strengths 
and weaknesses—a process referred to as competitive intelligence. Competitive intelli¬ 
gence involves the legal and ethical observation, tracking, and analysis of the total range 
of competitive activity; including competitors’ capabilities and vulnerabilities with respect 
to sources of supply, technology, marketing, financial strength, manufacturing capacities 
and qualities, and target markets. It also attempts to predict and anticipate competitive 
actions and reactions in the marketplace. 14 Competitive analysis should progress through 
the following stages: 

1. Identification. Identify all current and potential brand, product, generic, and total 
budget competitors. 

2. Characteristics. Focus on key competitors by assessing the size, growth, profitability, 
objectives, strategies, and target markets of each one. 

3. Assessment. Assess each key competitor’s strengths and weaknesses, including the 
major capabilities and vulnerabilities that each possesses within its functional areas 
(marketing, research and development, production, human resources, etc.). 

4. Capabilities. Focus the analysis on each key competitor’s marketing capabilities in 
terms of its products, distribution, promotion, and pricing. 

5. Response. Estimate each key competitor’s most likely strategies and responses under 
different environmental situations, as well as its reactions to the firm’s own market¬ 
ing efforts. 
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Many sources are available for gathering information on current or potential compe¬ 
titors. Company annual reports are useful for determining a firm’s current performance 
and future direction. An examination of a competitor’s mission statement can also pro¬ 
vide information, particularly with respect to how the company defines itself. A thorough 
scan of a competitor’s website can also uncover information—such as product specifica¬ 
tions and prices—that can greatly improve the competitive analysis. Other, clever ways to 
collect competitive information include data mining techniques, patent tracking to reveal 
technological breakthroughs, creating psychological profiles of competitor’s key execu¬ 
tives, searching consumer review and blog websites, and attending trade shows and con¬ 
ferences. 15 Other valuable information sources include business periodicals and trade 
publications that provide newsworthy tidbits about companies. There are also numerous 
commercial databases, such as ABI/INFORM, InfoTrac, EBSCO, Hoover’s, and Moody’s, 
which provide a wealth of information on companies and their marketing activities. The 
information contained in these databases can be purchased in print form, on CD-ROM, 
or through an online connection with a data provider such as a school or public library. 


Economic Growth and Stability 

If there is one truism about any economy, it is that it will inevitably change. Therefore, 
current and expected conditions in the economy can have a profound impact on market¬ 
ing strategy. A thorough examination of economic factors requires marketing managers 
to gauge and anticipate the general economic conditions of the nation, region, state, and 
local area in which they operate. These general economic conditions include inflation, 
employment and income levels, interest rates, taxes, trade restrictions, tariffs, and the 
current and future stages of the business cycle (prosperity, stagnation, recession, depres¬ 
sion, and recovery). For example, the annual U.S. inflation rate trended downward for 16 
years until it began to rise again in 2003. The upward trend ended in 2009 when infla¬ 
tion actually became negative (i.e., deflation). This means that general price levels began 
to fall during the economic downturn, brought on by contractions in spending by the 
government and individuals. Today, inflation is roughly 1.7 percent per year in the U.S. 16 

Equally important economic factors include consumers’ overall impressions of the 
economy and their ability and willingness to spend. Consumer confidence (or lack 
thereof) can greatly affect what the firm can or cannot do in the marketplace. In times 
of low confidence, consumers may not be willing to pay higher prices for premium pro¬ 
ducts, even if they have the ability to do so. In other cases, consumers may not have the 
ability to spend, regardless of the state of the economy. Another important factor is the 
current and anticipated spending patterns of consumers in the firm’s target market. If 
consumers buy less (or more) of the firm’s products, there could be important economic 
reasons for the change. 

One of the most important economic realities in the United States over the last 50 
years has been a steady shift away from a tangibles-dominant economy (goods, equip¬ 
ment, manufacturing) to one dominated by intangibles such as services and information. 
In fact, virtually everyone is aware that the U.S. economy is a knowledge-based economy. 
However, our methods of measuring and reporting on the economy have not kept pace 
with this change. Our methods are very good at capturing manufacturing output, capital 
expenditures, and investments in other tangible assets; but they cannot capture invest¬ 
ments in intangibles such as innovation, employee training, brand equity, or product 
design. Consequently, the true nature of our economy is underreported by virtually all 
current statistics, such as the revered GDP. Innovation, creativity, and human assets— 
the main drivers behind the success of most U.S. businesses—are not counted as a part 
of yearly GDP statistics. Furthermore, intangible assets are woefully underreported on 
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corporate balance sheets. The value of intangible assets in public U.S. companies is esti¬ 
mated at $14.5 trillion, over 60 percent of which is not reported on balance sheets. One 
of the major challenges as we move forward is finding ways of capturing these intangi¬ 
bles in our regular reporting and economic analyses. 17 

Political Trends 

Although the importance will vary from firm to firm, most organizations should track 
political trends and attempt to maintain good relations with elected officials. Organiza¬ 
tions that do business with government entities, such as defense contractors, must be 
especially attuned to political trends. Elected officials who have negative attitudes toward 
a firm or its industry are more likely to create or enforce regulations unfavorable for the 
firm. For example, the anti-tobacco trend in the United States has been in full swing 
since the late 1990s. Today, many states and local communities have passed laws to pre¬ 
vent smoking in public places. One of the most hotly contested business-related political 
issues of late has been the status of illegal immigrants crossing the U.S. border, especially 
from Mexico. This single issue has potential ramifications for our economy (employ¬ 
ment, healthcare, trade), our society (language, culture), and our political relations with 
other nations. As these examples show, political discussions can have serious, lasting 
consequences for an industry or firm. 

Many organizations view political factors as beyond their control and do little more 
than adjust the firm’s strategies to accommodate changes in those factors. Other firms, 
however, take a more proactive stance by seeking to influence elected officials. For exam¬ 
ple, some organizations publicly protest legislative actions, while others seek influence 
more discreetly by routing funds to political parties or lobbying groups. Whatever the 
approach, managers should always stay in touch with the political landscape. 

Legal and Regulatory Issues 

As you might suspect, legal and regulatory issues have close ties to events in the political 
environment. Numerous laws and regulations have the potential to influence marketing 
decisions and activities. The simple existence of these laws and regulations causes many 
firms to accept this influence as a predetermined aspect of market planning. For exam¬ 
ple, most firms comply with procompetitive legislation rather than face the penalties of 
noncompliance. In reality, most laws and regulations are fairly vague (for instance, the 
Americans with Disabilities Act), which often forces firms to test the limits of certain 
laws by operating in a legally questionable manner. The vagueness of laws is particularly 
troubling for e-commerce firms who face a number of ambiguous legal issues involving 
copyright, liability, taxation, and legal jurisdiction. For reasons such as these, the market¬ 
ing manager should carefully examine recent court decisions to better understand the 
law or regulation in question. New court interpretations can point to future changes in 
existing laws and regulations. The marketing manager should also examine the recent 
rulings of federal, state, local and self-regulatory trade agencies to determine their effects 
on marketing activities. 

One of the most profound legislative shifts in corporate governance occurred with 
President Bush’s signing of the Sarbanes-Oxley Act on July 30, 2002. Sarbanes-Oxley 
was essentially the federal government’s response to a string of corporate scandals— 
most notably Enron, Tyco, and WorldCom. The law introduced very stringent rules for 
financial practice and corporate governance designed to protect investors by increasing 
the accuracy and reliability of corporate disclosures of financial information. An interest¬ 
ing result of Sarbanes-Oxley is the intense media and public attention that it garnered. 
The accuracy of corporate disclosures is now such a closely watched issue that 
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organizations are forced into compliance both legally and practically. It is estimated that 
compliance with the law—in the form of new information and reporting systems—has 
cost the average company $2.3 million per year in compliance costs. Recently, the 
Sarbanes-Oxley act survived a constitutionality test in the U.S. Supreme Court, although 
some minor provisions of the law were to be changed. 18 

Organizations that engage in international business should also be mindful of legal 
issues surrounding the trade agreements among nations. The implementation of the 
North American Free Trade Agreement (NAFTA), for example, created an open market 
of roughly 374 million consumers. Since NAFTA went into effect, many U.S. firms have 
begun, or expanded, operations in Canada and Mexico. Conversely, national govern¬ 
ments sometimes use trade agreements to limit the distribution of certain products into 
member countries. Recurring disagreements between the U.S., Canada, and Argentina 
and the European Union over genetically modified foods, for example, prompted the 
U.S. to file a complaint with the World Trade Organization in 2003. The EU has banned 
all genetically modified food and crops since 1998. The complaint argued that the ban 
lacked scientific support and amounted to an unfair trade barrier. The WTO ruled 
against the EU in 2006, opening the way for genetically modified foods to enter the 
EU. Flowever, individual EU nations, such as Germany, have continued to ban the use 
of genetically modified seeds and food. Today, only 0.06 percent of farmland in the EU is 
used to grow genetically modified food, most of that in Spain. Even if the market even¬ 
tually opens to U.S. producers, the going will be tough. The vast majority of European 
consumers believe that genetically modified foods are unsafe for consumption. 19 


Technological Advancements 

When most people think about technology, they tend to think about new high-tech pro¬ 
ducts such as wireless telephones, broadband Internet access, medical breakthroughs, GPS 
systems, or interactive television. However, technology actually refers to the way we 
accomplish specific tasks or the processes we use to create the “things” we consider as 
new. Of all the new technologies created in the past 30 years, none has had a greater 
impact on marketing than advances in computer and information technology. These tech¬ 
nologies have changed the way consumers and employees live and the way that marketers 
operate in fulfilling their needs. In some cases, changes in technology can be so profound 
that they make a firm’s products obsolete, such as with vinyl long-playing (LP) records, 
typewriters, cassette tapes, and pagers. We see this process occurring today as consumers 
slowly shift from CDs, DVDs, and newspapers to digital music, movies, and news. 

Many changes in technology assume a frontstage presence in creating new marketing 
opportunities. By frontstage technology, we mean those advances that are most noticeable 
to customers. For example, products such as wireless phones, microwave ovens, and genetic 
engineering have spawned entirely new industries aimed at fulfilling previously unrecognized 
customer needs. Many frontstage technologies, such as smartphones and GPS satellite navi¬ 
gation systems, aim to increase customer convenience. Likewise, companies continue to 
push toward even more substantial changes in the ways that marketers reach customers 
through the use of interactive marketing via computers and digital television. 

These and other technological changes can also assume a backstage presence when 
their advantages are not necessarily apparent to customers. Advances in backstage tech¬ 
nology can affect marketing activities by making them more efficient and effective. For 
example, advances in computer technology have made warehouse storage and inventory 
control more efficient and less expensive. Similar changes in communication technology 
have made field sales representatives more efficient and effective in their dealings with 
managers and customers. 
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Radio frequency identification (RFID) tags are used in a variety of frontstage and backstage 
applications. 


In some cases, technology can have both a frontstage and a backstage presence. One of the 
most promising breakthroughs is radio frequency identification (RFID), which involves the 
use of tiny radio-enabled chips that can be attached to a product or its packaging, or 
embedded in electronic devices such as GPS receivers and smartphones. The radio signals 
emitted or reflected from the chip (or tag) can be used to track inventory levels, prevent theft, 
or make wireless payments. One of the newest forms of RFID, near field communication 
(NFC), can be used for short-range wireless data transmission between smartphones and 
payment terminals such as vending machines, point-of-sale terminals, and ticket kiosks 
in subways, movie theaters, or airports. By 2014, 20 percent of smartphones will be 
NFC-enabled and compatible with payment systems from MasterCard, Visa, and American 
Express. RFID technology is also used in other applications such as patient tracking in 
hospitals, real-time data analysis in Indy racecars, and EZ-Pass systems on the nation’s toll 
roads. 20 

Sociocultural Trends 

Sociocultural factors are those social and cultural influences that cause changes in atti¬ 
tudes, beliefs, norms, customs, and lifestyles. These forces profoundly affect the way peo¬ 
ple live and help determine what, where, how, and when customers buy a firm’s 
products. The list of potentially important sociocultural trends is far too long to examine 
each one here. Exhibit 3.7 illustrates examples of some of these trends. Two of the more 
important trends, however, are changes in demographics and customer values. 

There are many changes taking place in the demographic makeup of the U.S. popula¬ 
tion. For example, most of us know that the population as a whole has grown older as a 
result of advances in medicine and healthier lifestyles. As shown in Exhibit 3.8, research 
suggests that the number of Americans age 65 and older will increase 106 percent by 
2030—from 13 to 20 percent of the population. 21 Experts project that by 2050, the 
worldwide population of older people will be larger than the population of children 
ages 0-14 for the first time in human history. As a result, marketers of healthcare, recre¬ 
ation, tourism, and retirement housing can expect large increases in demand over 
the next several decades. Other important changes include a decline in the teenage 
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T 3.7 Trends in the U.S. Sociocultural Environment 


Demographic Trends 

Aging of the American population 

Increasing population diversity, especially in the number of Hispanic Americans 
Increasing number of single-member/individual households 
Increasing number of single-parent families 

Decline in the teen population (as a percentage of the total population) 
Population growth in Sun Belt states 
Increasing immigration (legal and illegal) 

Increasing number of wealthy Americans 


Lifestyle Trends 

Many Americans are postponing retirement 

Clothing has become more casual, especially at work 

Growing participation in body modification (e.g., tattoos, piercings) 

Americans have less time for leisure activities 

Vacationing at home (a “staycation”) is more common 

Less shopping in malls, more shopping from home 

Continuing focus on health, nutrition, and exercise 

Increasing importance of leisure time versus work time 

Time spent watching television and reading newspapers has declined 

Growing popularity of fuel efficient hybrid vehicles 


Value Trends 

Growing disconnect with government 

Greater focus on ethics and social responsibility 

Increased interest in giving back to the community 

Shorter attention spans and less tolerance for waiting 

More value-oriented consumption (good quality, good price) 

Importance of maintaining close, personal relationships with others 

Increasing concerns about the natural environment 

Less tolerance of smoking in public places 

More tolerance of individual lifestyle choices 

Growing skepticism about business 

© Cengage Learning 2013 


population, an increasing number of singles and single-parent households, and still 
greater participation of women in the workforce. The increase in the number of two- 
income and single-parent families has, for example, led to a massive increase in demand 
and retail shelf space for convenient frozen entrees and meals. Our growing focus on 
health and nutrition has led many of the marketers of these meals to offer lower calorie 
and carbohydrate content in their products. 
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T 3.8 Growth in the Number of Older Americans 


Population age 65 and over and age 85 and over, selected years 
1900- 2008 and projected 2010- 2050 


Millions 



Projected 


Note: Data for 2010-2050 are projections of the population. 

Reference population: These data refer to the resident population. 

Source: U.S. Census Bureau, Decennial Census, Population Estimates and Projections. 


One of the other most important demographic changes taking place is the increasing 
diversity of the U.S. population. The number of legal immigrants coming to the United 
States has risen steadily during the past 30 years. Between now and 2050, minority popu¬ 
lation growth will account for a full 90 percent of the growth of the total U.S. population. 
This trend is especially true among the Hispanic population, which has increased 43 per¬ 
cent since 2000 (the national population has grown by 9.7 percent since 2000). By 2050, 
almost one quarter of the U.S. population will be of Hispanic decent—up from 16.4 per¬ 
cent today. 22 These changes in diversity will create both threats and opportunities for most 
organizations. A diverse population means a diverse customer base. Firms must alter their 
marketing practices, including the way they recruit and select employees, to match these 
changing customer segments. For example, women of color, ignored by cosmetics compa¬ 
nies for a long time, used to have a very difficult time finding makeup in shades appropri¬ 
ate for their skin tones. Now, virtually all cosmetics companies offer product lines 
designed specifically for these previously unserved markets. Furthermore, most well 
known companies now specifically target Hispanic consumers. Not only is the Hispanic 
market growing, it also has a number of positive characteristics such as low household 
debt, two-income households, and an affinity for branded merchandise. Kraft Foods, for 
example, recently tripled its ad spending directed at the Hispanic market. On the whole, 
however, less than 5 percent of total media spending is targeted at Hispanics, suggesting 
that marketers have a ways to go in reaching out to this lucrative market segment. 23 
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Changes in our cultural values—the guiding principles of everyday life—can also cre¬ 
ate opportunities and challenges for marketers. Values influence our views of how to live, 
the decisions we make, the jobs we do, and the brands we buy. In a major study of 
American values, researchers found that the four most important values regardless of 
age, gender, race, income, or region are: (1) self-respect, (2) having warm relationships 
with others, (3) security, and (4) having a sense of accomplishment. Over the past 
30 years, self-respect has been the dominant value in the U.S. culture. Having a sense 
of belonging and the need for security have actually declined in importance over the 
same time period, despite the tragic events of 9/11 and the most recent economic 
recession. Interestingly, the fastest growing value with respect to importance over the 
same time period is fun, enjoyment, and excitement. 24 Astute marketers can use this 
information to reflect our prevailing values in the products they design and the advertis¬ 
ing they create. 

As you can see, the external environment encompasses a wide array of important 
factors that must be analyzed carefully before developing the marketing plan. These 
issues are so important that most firms have specialists on staff to track emerging 
trends and develop strategies for dealing with external concerns. These specialists are 
typically housed in corporate affairs departments as outlined in Beyond the Pages 3.3. 
Although the external environment is the largest of the three environments we have 
discussed, it is not necessarily the most important. Depending on the firm, its 
industry, and the timing, the internal and/or customer environments can be much 
more important in developing marketing strategy. The important issue is that all 
three environments must be analyzed prior to developing a marketing strategy and 
marketing plan. Good analysis requires the collection of relevant data and informa¬ 
tion, our next topic. 

Collecting Marketing Data and Information 

To perform a complete situation analysis, the marketing manager must invest time 
and money to collect data and information pertinent to the development of the mar¬ 
keting plan. This effort will always involve the collection of secondary data, which 
must be compiled inside or outside the organization for some purpose other than 
the current analysis. However, if the required data or information is unavailable, pri¬ 
mary data may have to be collected through marketing research. Accessing secondary 
data sources is usually preferable as a first option because these sources can be 
obtained more quickly and at less cost than collecting primary data. In this section, 
we will examine the different sources of environmental data and challenges in col¬ 
lecting this data. 


Secondary Information Sources 

There are four basic sources of secondary data and information: internal, government, 
periodicals/books, and commercial data sources. Most of these sources are available in 
both print and electronic formats. Let’s look at the major strengths and weaknesses of 
these sources. 

Internal Data Sources The firm’s own records are the best source of data on current 
objectives, strategy, performance, and available resources. Internal sources may also be a 
good source of data on customer needs, attitudes, and buying behavior. Internal data also 
has the advantage of being relevant and believable because the organization itself has 
responsibility for its collection and organization. 
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Beyond the Pages 3.3 

A Corporate Affairs Primer 25 


What is corporate affairs? In its broadest sense, cor¬ 
porate affairs is a collection of strategic activities 
aimed at marketing an organization, its issues, and 
its ideals to potential stakeholders (consumers, gen¬ 
eral public, shareholders, media, government, etc.). 
One way to think about corporate affairs is that it 
includes all of the organization's marketing activities 
not directed at the end users of its products. The 
activities that define corporate affairs vary; however, 
most organizations maintain departments that 
engage in the following strategic activities: 

Corporate Communication— activities aimed at 
telling the organization's story and promoting 
goodwill among a variety of stakeholders. It 
includes activities such as public relations, 
employee relations, corporate image advertising, 
public affairs, and media relations. 

Government Relations— activities aimed at 
educating and influencing elected officials, 
government officials, and regulatory agencies with 
respect to key issues that are pertinent to the firm. 
The most visible form of government relations is 
lobbying. 

Investor Relations— activities designed to promote 
investment in the organization through the sale of 
financial instruments such as stocks and bonds. It 
includes activities such as developing the annual 
report, planning shareholders' meetings, and other 
customer service activities directed at corporate 
shareholders. 

Corporate Philanthropy— activities aimed at serving 
the needs of the community at large (either domes¬ 
tically or globally) through product or cash 
donations, volunteerism, or support of humanitarian 
initiatives. 

Corporate Sustainability— activities aimed at 
reducing the organization's impact on the 
environment. It includes activities such as reducing 
the organization's carbon footprint, recycling of its 
products, and promoting environmental 
stewardship. 

Policy Analysis— activities designed to influence the 
national or international dialogue with respect to 
public or economic policy in an industry-related 
area. It includes research and analysis designed to 
provide needed information for making policy 
decisions. 


Perhaps the best way to understand corporate 
affairs is to see what several major organizations have 
to say about it. Here are a few examples: 

Microsoft—Legal and Corporate Affairs Group 

The Microsoft Legal and Corporate Affairs Group 
(LCA) works on the cutting edge of business and reg¬ 
ulatory issues around the world. A diverse and multi¬ 
disciplinary team of legal, business, and corporate 
affairs professionals operates from 57 locations in 40 
countries/regions worldwide. 

LCA supports Microsoft by pioneering solutions. 
People are encouraged to play a proactive and 
engaged role not only in identifying problems, but 
also in forging new legal and corporate affairs 
solutions that will advance business goals and also 
benefit consumers, industry partners, and the com¬ 
munities where we live and work. 

LCA strives to be a valued partner demonstrating 
world-class leadership in corporate and legal rela¬ 
tions. We build constructive relationships, champion 
business integrity, and pioneer innovative solutions 
that earn the public's trust and build Microsoft's 
enduring value. 

Tesco—Corporate and Legal Affairs 

Our Corporate Affairs team promotes and protects the 
Tesco brand, influencing what people think of us and 
affecting the way we do things. 

Operating 24 hours a day across the Group, we're 
here to inform the public about the company's activities. 
Essentially, it's about delivering clear messages that put 
our customers first. However, we also advise on policy 
and communications, organise key conferences and 
influence events. We keep staff, customers and other 
stakeholders up-to-date on the company's latest special 
offers and business developments—not to mention our 
support for good causes and communities. In fact, we're 
one of the most people-facing functions in the business. 

SABMiller—Corporate Affairs 

Our Corporate Affairs teams exemplify SABMiller's 
dedication to make a difference through beer. 

How can we brew more beer using less water? 
How can we reduce irresponsible drinking? How can 
we continue to reduce our carbon footprint? How do 
we track, monitor and communicate our outstanding 

continued 
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successes in corporate social responsibility and 
sustainable development? These are some of the 
questions that our Corporate Affairs teams answer 
and the challenges they help to resolve. 

We're in the business of brewing beer, but we're 
committed to doing this in the most ethical, environ¬ 
mentally sustainable and transparent way possible. 
SABMiller is determined to give back to society and 
has a commitment to doing what is right. 

SABMiller offers Corporate Affairs careers 
across a wide range of opportunities at every 
level, including: Media Relations, Investor Rela¬ 
tions, Government Relations, Alcohol Industry 
Affairs, Corporate Social Responsibility, Sustain¬ 
able Development, Internal Communications and 
Reputation Management. 

BlueScope Steel (Australia)—Corporate Affairs 
(External Relations) 

BlueScope Steel Corporate Affairs manages Blue- 
Scope Steel's corporate relationships with a number 
of key external stakeholders including media, govern¬ 
ments, industry bodies, and other steelmakers. Cor¬ 
porate Affairs produces regular media releases and 
announcements, and is responsible for managing 
the production of corporate reports, including the 
Annual Report and the Community, Safety & Environ¬ 
ment Report. Corporate Affairs is also responsible for 
the management of communications with the com¬ 
pany's 21,000 plus employees around the globe, 


including production of the company-wide employee 
newspaper, Steel Connections. 

IBM —Corporate Citizenship 

It is only logical that responsibility for good corporate 
citizenship extends to all divisions of the company, 
because corporate citizenship at IBM consists of far 
more than community service. IBM is a company of 
more than 425,000 employees, doing business in 
nearly 170 countries. We manage a supply chain of 
more than 27,000 suppliers. We support a vast net¬ 
work of stakeholders—from clients, employees and 
business partners to community leaders and inves¬ 
tors. And the work we do impacts not only other com¬ 
panies' business success, but also the efficiency and 
innovation of countries, cities, governments, commu¬ 
nities and our planet's critical infrastructure. 

For these reasons, IBM's business is inherently 
required to pursue the highest standards of social 
responsibility, from how we support and empower 
our employees, to how we work with our clients, to 
how we govern the corporation. 

Given the complexity of the external environment 
in today's economy, strategic planning regarding cor¬ 
porate affairs is every bit as important as developing 
sound strategy for reaching the organization's custo¬ 
mers. No organization exists in isolation. Conse¬ 
quently, all organizations must actively manage their 
relationships with potential stakeholders to ensure 
continued success. 


One of the biggest problems with internal data is that it is often not in a readily accessible 
form for planning purposes. Box after box of printed company records that sit in a 
warehouse are hardly useful for marketing planning. To overcome this problem, many 
organizations maintain complex information systems that make data easily accessible and 
interactive. These systems enable employees to access internal data such as customer profiles 
and product inventory, and to share details of their activities and projects with other 
company employees across the hall or the world. These systems also provide an opportunity 
for company-wide marketing intelligence that permits coordination and integration of 
efforts to achieve a true market orientation. 

Government Sources If it exists, the U.S. government has collected data about it. The 
sheer volume of available information on the economy, our population, and business 
activities is the major strength of most government data sources. Government sources 
also have the added advantages of easy accessibility and low cost—most are even free. 
The major drawback to government data is timeliness. Although many government 
sources have annual updates, some are done much less frequently (e.g., the census 
every decade). As a result, some government sources may be out-of-date and not partic¬ 
ularly useful for market planning purposes. 
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Still, the objectivity and low cost of government sources make them an attractive 
answer to the data need of many organizations. Some of the best government sources 
available on the Internet include: 

Federal Trade Commission ( ftc.gov ) provides reports, speeches, and other facts 
about competitive, antitrust, and consumer protection issues. 

FedWorld ( v.fedworld.gov ) offers links to various federal government sources of 
industry and market statistics. 

Edgar Database ( .v.sec.gov/edgar.sht ) provides comprehensive financial data 
(10K reports) on public corporations in the United States. 

U.S. Small Business Administration ( w.sba.gov ) offers numerous resources for 
small businesses, including industry reports, maps, market analyses (national, 
regional, or local), library resources, and checklists. 

Book and Periodical Sources The articles and research reports available in books 
and periodicals provide a gamut of information about many organizations, industries, 
and nations. Forget any notion about books and periodicals appearing only in print. 
Today, many good sources exist only in electronic format. Timeliness is a major strength 
of these sources, as most are about current environmental trends and business practices. 
Some sources, such as academic journals, provide detailed results of research studies that 
may be pertinent to the manager’s planning efforts. Others, such as trade publications, 
focus on specific industries and the issues that characterize them. 

Many of these sources are freely available on the Internet. Most, however, require 
paid subscriptions. Some of the better examples include: 

Subscription services such as Moody’s ( www.moodys.com ), Hoover’s ( 
com ), Standard and Poor’s ( www.standardandpoors.com ), and Dismal Scientist ( www. 
economy.com/dit ) offer in-depth analyses and current statistics about major 
industries and corporations. 

Major trade associations such as the American Marketing Association ( 
marketingpower.com ) and Sales and Marketing Executives ( www.smei.org ) and trade 
publications such as Adweek ( cek.coi ) and Chain Store Age ( 

chainstoreage.con ) offer a wide range of news and information to their membership 
and readers. 

Academic journals, such as the Harvard Business Review ( p://hbr.org ) and the 
Sloan Management Review ( , p://sloanreview J j i ), are good sources of cutting- 
edge thinking on business and marketing. 

General business publications, such as the Wall Street Journal ( www.wsj.com ), 
Fortune ( www.fortune.com ), and Business Week ( www.businessweek.com ), offer a 
wealth of information on a wide variety of industries and companies. 

The two biggest drawbacks to book and periodical sources are information overload 
and relevance to the specific problem at hand. That is, despite the sheer volume of infor¬ 
mation that is available, finding data or information that pertains to the manager’s spe¬ 
cific and unique situation can feel like looking for that proverbial needle in a haystack. 

Commercial Sources Commercial sources are almost always relevant to a specific 
issue because they deal with the actual behaviors of customers in the marketplace. 
Firms such as Nielsen monitor a variety of behaviors from food purchases in grocery 
stores to media usage characteristics. Commercial sources generally charge a fee for 
their services. However, their data and information are invaluable to many companies. 
Some commercial sources provide limited information on their websites: 
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The Nielsen Company ( www.nielsen.com ) and SymphonyIRI Group ( www. 
symphonyiri.co] ) supply data and reports on point-of-purchase sales. 

GfK Mediamark Research and Intelligence ( www.gfkmri.com ) and Arbitron ( www. 

) specialize in multimedia audience research by providing a wealth of 
customer demographic, lifestyle, and product usage data to major media and 
advertising companies. 

The Audit Bureau of Circulations ( . iccessabc.con ) provides independent, third 
party audits of print circulation, readership and website activity. 

Surveys.com ( vw.surveys ) uses an online consumer panel to provide 
information to businesses about the products and services they provide. 

The most obvious drawback to these and other commercial sources is cost. Although 
this is not a problem for large organizations, small companies often cannot afford the 
expense. However, many commercial sources provide limited, free access to some data 
and information. Additionally, companies often find “off-the-shelf’ studies less costly 
than conducting primary research. 


Primary Data Collection 

The situation analysis should always begin with an examination of secondary data 
sources due to their availability and low cost. Since each secondary data source has its 
advantages and disadvantages, the best approach is one that blends data and information 
from a variety of sources. However, if the needed secondary data is not available, out of 
date, inaccurate or unreliable, or irrelevant to the specific problem at hand, an organiza¬ 
tion may have little choice but to collect primary data through marketing research. Pri¬ 
mary marketing research has the major advantages of being relevant to the specific 
problem, as well as trustworthy due to the control the manager has over data collection. 
However, primary research is extremely expensive and time consuming. There are four 
major types of primary data collection: 

Direct observation, where the researcher records the overt behaviors of customers, 
competitors, or suppliers in natural settings. Historically, researchers have used direct 
observation to study the shopping and buying behaviors of customers. However, 
behavior can be observed today through the use of technology such as bar code 
scanners, RFID tags, and the analysis of clickstream data in online settings. The main 
advantage of observation research is that it accurately describes behavior without 
influencing the target under observation. However, the results of observation research 
are often overly descriptive and subject to a great deal of bias and researcher 
interpretation. 

Focus groups, where the researcher moderates a panel discussion among a gathering 
of 6 to 10 people who openly discuss a specific subject. Focus group research is an 
excellent means of obtaining in-depth information about a particular issue. Its 
flexibility also allows it to be used in a variety of settings and with different types of 
panel members (i.e., customers, suppliers, and employees). Focus groups are also very 
useful in designing a large-scale survey to ensure that questions have the appropriate 
wording. The main disadvantage is that focus groups require a highly skilled 
moderator to help limit the potential for moderator bias. 

Surveys, where the researcher asks respondents to answer a series of questions on a 
particular topic. Surveys can be administered using the paper-and-pencil method, 
either in person or through the mail; or they can be administered interactively via 
telephone, email, or the Internet. Although surveys are a very useful and time-efficient 
way to collect primary data, it has become increasingly difficult to convince people to 
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participate. Potential respondents have become skeptical of survey methods due to 
overly long questionnaires and the unethical practices of many researchers. These 
concerns are one of the reasons behind the creation of the national Do Not Call 
Registry for telemarketers ( www.donotcall.gov ). 

Experiments, where the researcher selects matched subjects and exposes them to 
different treatments while controlling for extraneous variables. Because experiments 
are well suited to testing for cause-and-effect relationships, researchers use them quite 
often in test marketing programs. Marketers can experiment with different 
combinations of marketing mix variables to determine which combination has the 
strongest effect on sales or profitability. The major obstacles to effective 
experimentation in marketing are the expense and the difficulty of controlling for all 
extraneous variables in the test. 

As with secondary data, often the best approach to primary data collection is to use a 
combination of data sources. Focus groups and direct observation can be used to gain a 
more complete understanding of a particular issue or marketing phenomenon. Surveys can 
then be used to further test for certain tendencies or effects before launching into a full-scale 
test-marketing program. At this point, the process comes full circle as observation and focus 
groups can be used to explore the outcomes of the test-marketing program. 

Overcoming Problems in Data Collection 

Despite the best intentions, problems usually arise in collecting data and information. 
One of the most common problems is an incomplete or inaccurate assessment of the 
situation that the gathering of data should address. After expending a great degree of 
effort in collecting data, the manager may be unsure of the usefulness or relevance of 
what has been collected. In some cases, the manager might even suffer from severe infor¬ 
mation overload. To prevent these problems from occurring, the marketing problem 
must be accurately and specifically defined before the collection of any data. Top man¬ 
agers who do not adequately explain their needs and expectations to marketing research¬ 
ers often cause the problem. 

Another common difficulty is the expense of collecting environmental data. Although 
there are always costs associated with data collection (even if the data are free), the pro¬ 
cess need not be prohibitively expensive. The key is to find alternative data collection 
methods or sources. For example, an excellent way for some businesses to collect data 
is to engage the cooperation of a local college or university. Many professors seek out 
marketing projects for their students as a part of course requirements. Likewise, to help 
overcome data collection costs, many researchers have turned to the Internet as a means 
of collecting both quantitative and qualitative data on customer opinions and behaviors. 

A third issue is the time it takes to collect data and information. Although this is cer¬ 
tainly true with respect to primary data collection, the collection of secondary data can 
be quite easy and fast. Online data sources are quite accessible. Even if the manager has 
no idea where to begin the search, the powerful search engines and indexes available on 
the Internet make it easy to find data. Online data sources have become so good at data 
retrieval that the real problem involves the time needed to sort through all of the avail¬ 
able information to find something that is truly relevant. 

Finally, it can be challenging to find a way to organize the vast amount of data and 
information collected during the situation analysis. Clearly defining the marketing prob¬ 
lem and blending different data sources are among the first steps toward finding all of 
the pieces to the puzzle. A critical next step is to convert the data and information into 
a form that will facilitate strategy development. Although there are a variety of tools that 
can be used to analyze and organize environmental data and information, one of the 
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most effective of these tools is SWOT analysis. As we will see in the next chapter, SWOT 
analysis—which involves classifying data and information into strengths, weaknesses, 
opportunities and threats—can be used to organize data and information and used as a 
catalyst for strategy formulation. 


Lessons from Chapter 3 

Collecting and analyzing marketing information 
through a situation analysis: 

is perhaps the most important task of the marketing 
manager because practically all decision making and 
planning depends on how well he or she conducts the 
analysis. 

should be an ongoing effort that is well organized, 
systematic, and supported by sufficient resources, 
involves analysis and synthesis to understand why people, 
products, and organizations perform the way they do. 
is not intended to replace the marketing manager in the 
decision-making process, but to empower him or her with 
information for decision making. 

recognizes that data and information are not the same. 
Data is not useful until converted into information, 
forces managers to ask continually, “How much data and 
information do I need?” 

is valuable only to the extent that it improves the quality 
of the resulting decisions. Marketing managers must avoid 
“paralysis by analysis.” 

should provide as complete a picture as possible about the 
organization’s current and future situation with respect to 
the internal, customer, and external environments. 

Analysis of the internal environment: 

includes an assessment of the firm’s current goals, 
objectives, performance, and how well the current 
marketing strategy is working. 

includes a review of the current and anticipated levels of 
organizational resources. 

must include a review of current and anticipated cultural 
and structural issues that could affect marketing 
activities. 

Analysis of the customer environment: 

examines the firm’s current customers in its target 
markets, as well as potential customers that currently do 
not purchase the firm’s product offering, 
can be conducted by using the expanded 5W model: 

Questions for Discussion 

1. Of the three major environments in a situation 
analysis (internal, customer, external), which do 
you think is the most important in a general 


• Who are our current and potential customers? 

• What do customers do with our products? 

• Where do customers purchase our products? 

• When do customers purchase our products? 

• Why (and how) do customers select our products? 

• Why do potential customers not purchase our 
products? 

Analysis of the external environment: 

examines the competitive, economic, political, legal and 
regulatory, technological, and sociocultural factors in the 
firm’s external environment. 

includes an examination of the four basic types of 
competitors faced by all businesses: brand competitors, 
product competitors, generic competitors, and total 
budget competitors. 

is often handled by a team of specialists within an 
organization’s corporate affairs department. 

Marketing data and information: 

can be collected from a wide array of internal, 
government, periodical, book, and commercial sources, 
as well as through primary marketing research, 
are often collected through four different types of primary 
research: direct observation, focus groups, surveys, and 
experiments. 

must be blended from many different sources to be the 
most useful for planning purposes. 

Problems that can occur during data collection include: 

an incomplete or inaccurate definition of the marketing 
problem. 

ambiguity about the usefulness or relevance of the 
collected data. 

severe information overload. 

the expense and time associated with data collection, 
finding ways to organize the vast amount of collected data 
and information. 


sense? Why? What are some situations that 
would make one environment more important 
than the others? 
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2. Understanding the motivations of a firm’s noncusto¬ 
mers is often just as important as understanding its 
customers. Look again at the reasons why an individ¬ 
ual would not purchase a firm’s products. How can a 
firm reach out to noncustomers and successfully con¬ 
vert them into customers? 

Exercises 

1. Choose a specific product that you use on a daily 
basis (such as food items, toiletries, or your car) and 
apply the 5W model in Exhibit 3.4 to yourself: 

a. Who are you (demographics, psychographics, 
etc.)? 

b. What do you do with the product (consump¬ 
tion, storage, disposal, etc.)? 

c. Where do you purchase the product? Why? 

d. When do you purchase the product? Why? 

e. Why and how do you select the product? 

f. Why do you not purchase competing pro¬ 
ducts? 

Assume your responses are similar to millions of other 
consumers. Given this profile, how would you approach 
the marketing strategy for this particular product? 
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CHAPTER 

Developing 
Competitive 
Advantage and 
Strategic Focus 

Introduction 

Situation analysis, as discussed in Chapter 3, can generate a great deal of data and 
information for marketing planning. But information, in and of itself, provides 
little direction to managers in preparing a marketing plan. If the analysis does 
not structure the information in a meaningful way that clarifies both present and 
anticipated situations, the manager will be unable to see how the pieces fit 
together. This synthesis of information is critical in developing competitive 
advantages and the strategic focus of the marketing plan. As illustrated in Beyond 
the Pages 4.1, this synthesis often comes from enhanced innovation, a stronger 
focus on customer needs, and tighter integration within the firm. Understanding 
the connectedness of the external environment is vital to enhanced innovation 
across a number of industries. 

How should the marketing manager organize and use the information collected 
during the situation analysis? One widely used tool is SWOT analysis (strengths and 
weaknesses, opportunities and threats). A SWOT analysis encompasses both the 
internal and external environments of the firm. Internally, the framework 
addresses a firm’s strengths and weaknesses on key dimensions such as financial 
performance and resources, human resources, production facilities and capacity, 
market share, customer perceptions, product quality, product availability, and 
organizational communication. The assessment of the external environment 
organizes information on the market (customers and competition), economic 
conditions, social trends, technology, and government regulations. 

Many consider SWOT analysis to be one of the most effective tools in the 
analysis of marketing data and information. SWOT analysis is a simple, 
straightforward framework that provides direction and serves as a catalyst for 
the development of viable marketing plans. It fulfills this role by structuring the 
assessment of the fit between what a firm can and cannot do (strengths and 
weaknesses), and the environmental conditions working for and against the firm 
(opportunities and threats). When performed correctly, a SWOT analysis not only 
organizes data and information, it can be especially useful in uncovering 
competitive advantages that can be leveraged in the firm’s marketing strategy. 
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Beyond the Pages 4.1 

Innovation: A Major Key to Success 1 


Innovation is the buzzword of business in the twenty- 
first century. Of course, innovation has always been 
important, especially with respect to developing new 
products. What has changed, however, is the focus of 
innovation in most companies. The twentieth-century 
model of innovation was about quality control, cost cut¬ 
ting and operational efficiency. Today, innovation is 
more about reinventing business processes, collaborat¬ 
ing and integrating within the firm, and creating entirely 
new markets to meet untapped customers needs. 
Increasing globalization, the growth of the Internet, 
and more demanding customers are forcing marketers 
to find innovative ways of conducting business. 

An important lesson that many companies have 
learned is that innovation is not always about tech¬ 
nology or offering the latest gee-whiz product. Differ¬ 
ences in innovation style are apparent in 
BusinessWeek's most recent list of the World's Most 
Innovative Companies. The top 20 companies on the 
list include both cultural icons and manufacturing 
giants (U.S. companies except where noted): 


Stock Revenue Margin 

Returns % Growth % Growth % 


Rank 

Company 

2006-09 

2006-09 

2006-09 

1. 

Apple 

35 

30 

29 

2. 

Google 

10 

31 

2 

3. 

Microsoft 

3 

10 

-4 

4. 

IBM 

12 

2 

11 

5. 

Toyota (Japan) 

-20 

-11 

NA 

6. 

Amazon 

51 

29 

6 

7. 

LG Electronics 
(South Korea) 

31 

16 

707 

8. 

BYD (China) 

99 

42 

-1 

9. 

General Electric 

-22 

-1 

-25 

10. 

Sony (Japan) 

-19 

-5 

NA 

11. 

Samsung (South 
Korea) 

10 

17 

-9 

12. 

Intel 

3 

0 

12 

13. 

Ford 

10 

-12 

NA 

14. 

Research in Motion 
(Canada) 

17 

75 

-6 

15. 

Volkswagen 

(Germany) 

8 

0 

14 

16. 

Hewlett-Packard 

9 

8 

9 

17. 

Tata Group (India) 

Private 

Private 

Private 

18. 

BMW (Germany) 

-8 

0 

NA 

19. 

Coca-Cola 

9 

9 

1 

20. 

Nintendo (Japan) 

-8 

22 

3 


Several types of innovation are evident in this list. 
For example, in launching the iPod, iPhone, iPad, and 
the App Store, Apple combined innovations in prod¬ 
uct design, branding, strategic alliances, and business 
model to create a cultural phenomenon. Innovation at 
Google is based on applications such as Google Voice 
and Google Docs that are not related to its ubiquitous 
search engine. Toyota makes the list (despite negative 
financial performance due to a major recall) due to 
relentless manufacturing expertise, tight integration 
within the firm, and advancements in hybrid technol¬ 
ogy with its Prius. Other Asian companies, such as 
LG, Samsung, BYD (lithium batteries), and Hyundai 
(number 22) made a strong showing in the list 
as well. 

One thing that all innovative companies have in 
common is a laser-like focus on customer needs. 
Innovative companies find new ways of learning 
from customers in addition to traditional methods. 
For example, many companies closely watch blogs 
and online communities to learn what customers are 
thinking. Focusing on customers may not sound inno¬ 
vative, but increasing competition and shorter prod¬ 
uct cycles are forcing marketers to shift away from 
the price- and efficiency-driven approaches of the 
past. To escape from commodity hell, marketers 
must find innovation in unfamiliar places. For exam¬ 
ple, Procter & Gamble (number 25 on the list) recently 
launched Tide Pods after 8 years of research and 
6,000 consumer tests. Tide Pods are ball-shaped, pre¬ 
measured packages of detergent and fabric softener 
that consumers simply toss into the wash. A lot of 
the research for Tide Pods was conducted at P&G's 
Beckett Ridge Innovation Center just outside of the 
company's Cincinnati headquarters. There, P&G's 
researchers watched consumers to learn how to 
make a laundry detergent that was easier to use, 
less confusing, and more convenient to carry. 

As reflected in the table, innovation is obviously 
good for the bottom line. Through increased growth, 
better collaboration, and a broader product mix, the 
most innovative companies are able to pull their pro¬ 
ducts out of commodity status and increase their 
operating revenue. It is clear that innovation has 
become a key driver of competitive advantage and 
success in today's market. 
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EX Hi Pi IT 4. Major Benefits of SWOT Analysis 

Simplicity 

SWOT analysis requires no extensive training or technical skills to be used successfully. The analyst needs 
only a comprehensive understanding of the nature of the company and the industry in which it competes. 

Lower Costs 

Because specialized training and skills are not necessary, the use of SWOT analysis can actually reduce the 
costs associated with strategic planning. As firms begin to recognize this benefit of SWOT analysis, many 
opt to downsize or eliminate their strategic planning departments. 

Flexibility 

SWOT analysis can enhance the quality of an organization’s strategic planning even without extensive 
marketing information systems. However, when comprehensive systems are present, they can be structured 
to feed information directly into the SWOT framework. The presence of a comprehensive information sys¬ 
tem can make repeated SWOT analyses run more smoothly and efficiently. 

Integration and Synthesis 

SWOT analysis gives the analyst the ability to integrate and synthesize diverse information, both of a 
quantitative and a qualitative nature. It organizes information that is widely known, as well as information 
that has only recently been acquired or discovered. SWOT analysis can also deal with a wide diversity of 
information sources. In fact, SWOT analysis helps transform information diversity from a weakness of 
the planning process into one of its major strengths. 

Collaboration 

SWOT analysis fosters collaboration and open information exchange between different functional areas. By 
learning what their counterparts do, what they know, what they think, and how they feel, the marketing 
analyst can solve problems, fill voids in the analysis, and eliminate potential disagreements before the 
finalization of the marketing plan. 


These competitive advantages help establish the strategic focus and direction of the 
firm’s marketing plan. 

As a planning tool, SWOT analysis has many benefits, as outlined in 
Exhibit 4.1. In fact, SWOT analysis is so useful and logical that many 
underestimate its value in planning. However, this simplicity often leads to 
unfocused and poorly conducted analyses. The most common criticisms leveled 
against SWOT analysis are that (1) it allows firms to create lists without serious 
consideration of the issues and (2) it often becomes a sterile academic exercise of 
classifying data and information. It is important to remember that SWOT analysis, 
by itself, is not inherently productive or unproductive. Rather, the way that one 
uses SWOT analysis will determine whether it yields benefits for the firm. 


Making SWOT Analysis Productive 

Whether a firm receives the full benefits of SWOT analysis depends on the way the man¬ 
ager uses the framework. If done correctly and smartly, SWOT analysis can be a viable 
mechanism for the development of the marketing plan. If done haphazardly or 
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EXHIBIT 4 2 Directives for a Productive SWOT Analysis 


Stay Focused 


A single, broad analysis leads to meaningless generalizations. Separate analyses for each product-market 
combination are recommended. 


Search Extensively for Competitors 

Although major brand competitors are the most important, the analyst must not overlook product, generic, 
and total budget competitors. Potential future competitors must also be considered. 

Collaborate with Other Functional Areas 

SWOT analysis promotes the sharing of information and perspective across departments. This cross¬ 
pollination of ideas allows for more creative and innovative solutions to marketing problems. 

Examine Issues from the Customers' Perspective 

Customers’ beliefs about the firm, its products, and marketing activities are important considerations in 
SWOT analysis. The views of employees and other key stakeholders must also be considered. 

Look for Causes, Not Characteristics 

Rather than simply list characteristics of the firm’s internal and external environments, the analyst must 
also explore the resources possessed by the firm and/or its competitors that are the true causes for the 
firm’s strengths, weaknesses, opportunities, and threats. 

Separate Internal Issues from External Issues 

If an issue would exist even if the firm did not exist, the issue should be classified as external. In the 
SWOT framework, opportunities (and threats) exist independently of the firm and are associated with 
characteristics or situations present in the economic, customer, competitive, cultural, technological, politi¬ 
cal, or legal environments in which the firm resides. Marketing options, strategies, or tactics are not a part 
of the SWOT analysis. 


incorrectly, it can be a great waste of time and other valuable resources. To help ensure 
that the former, and not the latter, takes place, we offer the following directives to make 
SWOT analysis more productive and useful. Exhibit 4.2 outlines these directives. 

Stay Focused 

Marketing planners often make the mistake of conducting one generic SWOT analysis 
for the entire organization or business unit. Such an approach produces stale, meaning¬ 
less generalizations that come from the tops of managers’ heads or from press release 
files. Although this type of effort may make managers feel good and provide a quick 
sense of accomplishment, it does little to add to the creativity and vision of the 
planning process. 

When we say SWOT analysis, we really mean SWOT analyses. In most firms, there 
should be a series of analyses, each focusing on a specific product/market combination. 
For example, a single SWOT analysis for the Chevrolet division of General Motors 
would not be focused enough to be meaningful. Instead, separate analyses for each prod¬ 
uct category (passenger cars, trucks, SUVs) or brand (Corvette, Impala, Avalanche, 
Tahoe) in the division would be more appropriate. Such a focus enables the marketing 
manager to look at the specific mix of competitors, customers, and external factors that 
are present in a given market. Chevrolet’s Tahoe, for example, competes in the crowded 
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SUV market where competitors release new models and competing crossover vehicles at 
a staggering pace. Consequently, market planning for the Tahoe should differ substan¬ 
tially from market planning for Chevrolet’s Corvette. If needed, separate product/market 
analyses can be combined to examine the issues relevant for the entire strategic business 
unit, and business unit analyses can be combined to create a complete SWOT analysis 
for the entire organization. The only time a single SWOT analysis would be appropriate 
is when an organization has only one product/market combination. 

Search Extensively for Competitors 

Information on competitors and their activities is an important aspect of a well-focused 
SWOT analysis. The key is not to overlook any competitor, whether a current rival or 
one on the horizon. As we discussed in Chapter 3, the firm will focus most of its efforts 
on brand competition. During the SWOT analysis, however, the firm must watch for any 
current or potential direct substitutes for its products. Product, generic, and total budget 
competitors are important as well. Looking for all four types of competition is crucial 
because many firms and managers never look past brand competitors. Although it is 
important for the SWOT analysis to be focused, it must not be myopic. 

Even industry giants can lose sight of their potential competitors by focusing 
exclusively on brand competition. Kodak, for example, had always taken steps to 
maintain its market dominance over rivals Fuji, Konica, and Polaroid in the film 
industry. However, the advent of digital photography added Sony, Nikon, Canon 
and others to Kodak’s set of competing firms. And, as digital cameras became inte¬ 
grated into wireless phones, Kodak was forced to add Apple, Motorola, LG, Samsung, 
and Nokia to its competitive set. Given the significant increase in competitive pres¬ 
sures facing the firm, it is of little surprise that Kodak was forced to declare bank¬ 
ruptcy. A similar trend has occurred in financial services as deregulation has allowed 
brokers, banks, and insurance firms to compete in each other’s traditional markets. 
State Farm, for example, offers mortgage loans, credit cards, mutual funds, and 
traditional banking services alongside its well-known insurance products. This shift 
has forced firms such as Charles Schwab and Wells Fargo to look at insurance 
companies in a different light. 

Collaborate with Other Functional Areas 

One of the major benefits of SWOT analysis is that it generates information and per¬ 
spective that can be shared across a variety of functional areas in the firm. The SWOT 
process should be a powerful stimulus for communication outside normal channels. The 
final outcome of a properly conducted SWOT analysis should be a fusion of information 
from many areas. Managers in sales, advertising, production, research and development, 
finance, customer service, inventory control, quality control, and other areas should learn 
what other managers see as the firm’s strengths, weaknesses, opportunities, and threats. 
This allows the marketing manager to come to terms with multiple perspectives before 
actually creating the marketing plan. 

When combining the SWOT analyses from individual areas, the marketing manager 
can identify opportunities for joint projects and cross selling of the firm’s products. In a 
large firm, the first time a SWOT analysis takes place may be the initial point at which 
managers from some areas have ever formally communicated with each other. Such 
cross-pollination can generate a very conducive environment for creativity and innova¬ 
tion. Moreover, research has shown that the success of introducing a new product, 
especially a radically new product, is extremely dependent on the ability of different 
functional areas to collaborate and integrate their differing perspectives. For example, 
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Collaboration with other functional areas is a necessary ingredient in a well-crafted SWOT analysis. 


every time BMW develops a new car, they relocate 200 to 300 engineering, design, 
production, marketing, and finance employees from their worldwide locations to the 
company’s research and innovation center in Munich, Germany. For up to three years, 
these employees work alongside BMW’s research and development team in a manner 
that speeds communication and car development. 2 


Examine Issues from the Customers' Perspective 

In the initial stages of SWOT analysis, it is important to identify issues exhaustively. 
However, all issues are not equally important with respect to developing competitive 
advantages and strategic focus for the marketing plan. As the analysis progresses, the 
marketing manager should identify the most critical issues by looking at each one 
through the eyes of the firm’s customers. To do this, the manager must constantly ask 
questions such as: 

What do customers (and noncustomers) believe about us as a company? 

What do customers (and noncustomers) think of our product quality, customer 
service, price and overall value, convenience, and promotional messages in 
comparison to our competitors? 

Which of our weaknesses translate into a decreased ability to serve customers (and 
decreased ability to convert noncustomers)? 

How do trends in the external environment affect customers (and noncustomers)? 
What is the relative importance of these issues, not as we see them, but as customers 
see them? 

Marketing planners must also gauge the perceptions of each customer segment that the 
firm attempts to target. For example, older banking customers, due to their reluctance to 
use ATMs and online banking services, may have vasdy different perceptions of a bank’s 
convenience than younger customers. Each customer segment’s perceptions of external 
issues, such as the economy or the environment, are also important. It matters little, 
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E X HIBIT 4 Breaking Down Managerial Cliches into Customer-Oriented Strengths and 

Weaknesses 


Cliche 

Potential Strengths 

Potential Weaknesses 

“We are an established firm.” 

Stable after-sales service 

Old-fashioned 


Experienced 

Inflexible 


Trustworthy 

Weak innovation 

“We are a large supplier.” 

Comprehensive product line 

Bureaucratic 


Technical expertise 

Focused only on large accounts 


Longevity 

Impersonal 


Strong reputation 

Weak customer service 

“We have a comprehensive 

Wide variety and availability 

Shallow assortment 

product line.” 

One-stop supplier 

Cannot offer hard-to-find products 


Convenient 

Customized solutions 

Limited in-depth product expertise 

“We are the industry standard.” 

Wide product adoption 

Vulnerable to technological changes 


High status and image 

Limited view of competition 


Good marketing leverage 

Extensive third-party support 

Higher prices (weaker value) 


Source: Adapted from Nigel Piercy, Market-Led Strategic Change (Oxford, UK: Butterworth-Heineman, 2002). 


for example, that managers think the economic outlook is positive if customers have 
curbed their spending because they think the economy is weak. 

Examining issues from the customers’ perspective also includes the firm’s internal cus¬ 
tomers: its employees. The fact that management perceives the firm as offering competitive 
compensation and benefits is unimportant. The real issue is what the employees think. 
Employees are also a valuable source of information on strengths, weaknesses, opportu¬ 
nities, and threats that management may have never considered. Some employees, espe¬ 
cially frontline employees, are closer to the customer and can offer a different perspective 
on what customers think and believe. Other key stakeholders, such as investors, the general 
public, and government officials, should also be considered. The key is to examine every 
issue from the most relevant perspective. Exhibit 4.3 illustrates how taking the customers’ 
perspective can help managers interpret the cliches they might develop, and then break 
them down into meaningful customer-oriented strengths and weaknesses. 

Taking the customers’ perspective is a cornerstone of a well-done SWOT analysis. 
Managers have a natural tendency to see issues the way they think they are (e.g., “We 
offer a high quality product”). SWOT analysis forces managers to change their percep¬ 
tions to the way customers and other important groups see things (e.g., “The product 
offers weak value given its price and features as compared against the strongest brand 
competitor.”). The contrast between these two perspectives often leads to the identifica¬ 
tion of a gap between management’s version of reality and customers’ perceptions. As 
the planning process moves ahead, managers must reduce or eliminate this gap and 
determine whether their views of the firm are realistic. 
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Look for Causes, Not Characteristics 

Although taking the customers’ perspective is important, it often provides just enough 
information to get into serious trouble. That is, it provides a level of detail that is often 
very descriptive, but not very constructive. The problem lies in listing strengths, weak¬ 
nesses, opportunities, and threats as simple descriptions or characteristics of the firm’s 
internal and external environments without going deeper to consider the causes for 
these characteristics. Although the customers’ perspective is quite valuable, customers 
do not see behind the scenes to understand the reasons for a firm’s characteristics. 
More often than not, the causes for each issue in a SWOT analysis can be found in the 
resources possessed by the firm and/or its competitors. 

From a resource-based viewpoint, every organization can be considered as a unique 
bundle of tangible and intangible resources. Major types of these resources include: 3 

Financial resources—cash, access to financial markets, physical facilities, equipment, 
raw materials, systems and configurations 

Intellectual resources—expertise, discoveries, creativity, innovation 

Legal resources—patents, trademarks, contracts 

Human resources—employee expertise and skills, leadership 

Organizational resources—culture, customs, shared values, vision, routines, working 
relationships, processes and systems 

Informational resources—customer intelligence, competitive intelligence, marketing 
information systems 

Relational resources—strategic alliances, relations with customers, vendors, and other 

stakeholders, bargaining power, switching costs 

Reputational resources—brand names, symbols, image, reputation 

The availability or lack of these resources are the causes for the firm’s strengths and 
weaknesses in meeting customers’ needs, and determine which external conditions repre¬ 
sent opportunities and threats. For example, Walmart’s strength in low-cost distribution 
and logistics comes from its combined resources in terms of distribution, information, 
and communication infrastructure; and strong relationships with vendors. Likewise, 
3M’s strength in product innovation is the result of combined financial, intellectual, 
legal, organizational, and informational resources. These resources not only give Wal- 
mart and 3M strengths or advantages in serving customers; they also create imposing 
threats for their competitors. 

Separate Internal Issues from External Issues 

For the results of a SWOT analysis to be truly beneficial, we have seen that the analyst 
must go beyond simple descriptions of internal and external characteristics to explore the 
resources that are the foundation for these characteristics. It is equally important, how¬ 
ever, for the analyst to maintain a separation between internal issues and external issues. 
Internal issues are the firm’s strengths and weaknesses, while external issues refer to 
opportunities and threats in the firm’s external environments. The key test to differenti¬ 
ate a strength or weakness from an opportunity or threat is to ask, “Would this issue 
exist if the firm did not exist?” If the answer is yes, the issue should be classified as 
external to the firm. 

At first glance, the distinction between internal and external issues seems simplistic 
and immaterial. However, the failure to understand the difference between internal and 
external issues is one of the major reasons for a poorly conducted SWOT analysis. This 
happens because managers tend to get ahead of themselves and list their marketing 
options or strategies as opportunities. For example, a manager might state that the firm 
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has “an opportunity to move into global markets.” However, such a move is a strategy or 
action that the firm might take to expand market share. In the SWOT framework, 
opportunities (and threats) exist independently of the firm and are associated with char¬ 
acteristics or situations present in the economic, customer, competitive, cultural, techno¬ 
logical, political, or legal environments in which the firm resides. For example, an 
opportunity in this case could be “increasing customer demand for U.S. products,” or 
that a “competitor recently pulled out of the foreign market.” Once the opportunities 
(and threats) are known, the manager’s options, strategies, or tactics should be based 
on what the firm intends to do about its opportunities and threats relative to its own 
strengths and weaknesses. The development of these strategic options occurs at a later 
point within the marketing plan framework. 

In summary, a SWOT analysis should be directed by Socrates’ advice: “Know thyself.” 
This knowledge should be realistic, based on how customers (external and internal) and 
other key stakeholders see the company, and viewed in terms of the firm’s resources. If 
managers find it difficult to make an honest and realistic assessment of these issues, they 
should recognize the need to bring in outside experts or consultants to oversee the 
process. 

SWOT-Driven Strategic Planning 

As we discussed in Chapter 3, the collection of marketing information via a situation 
analysis identifies the key factors that should be tracked by the firm and organizes 
them within a system that will monitor and distribute information on these factors on 
an ongoing basis. This process feeds into and helps define the boundaries of a SWOT 
analysis that will be used as a catalyst for the development of the firm’s marketing plan. 
The role of SWOT analysis then is to help the marketing manager make the transition 
from a broad understanding of the marketing environment to the development of a stra¬ 
tegic focus for the firm’s marketing efforts. The potential issues that can be considered in 
a SWOT analysis are numerous and will vary depending on the particular firm or indus¬ 
try being examined. To aid your search for relevant issues, we have provided a list of 
potential strengths, weaknesses, opportunities, and threats in Exhibit 4.4. This list is not 
exhaustive, as these items illustrate only some of the potential issues that may arise in a 
SWOT analysis. 


Strengths and Weaknesses 

Relative to market needs and competitors’ characteristics, the marketing manager must 
begin to think in terms of what the firm can do well and where it may have deficien¬ 
cies. Strengths and weaknesses exist either because of resources possessed (or not pos¬ 
sessed) by the firm, or in the nature of the relationships between the firm and its 
customers, its employees, or outside organizations (e.g., supply chain partners, suppli¬ 
ers, lending institutions, government agencies, etc.). Given that SWOT analysis must be 
customer focused to gain maximum benefit, strengths are meaningful only when they 
serve to satisfy a customer need. When this is the case, that strength becomes a capa¬ 
bility. 4 The marketing manager can then develop marketing strategies that leverage 
these capabilities in the form of strategic competitive advantages. At the same time, 
the manager can develop strategies to overcome the firm’s weaknesses, or find ways 
to minimize the negative effects of these weaknesses. 

A great example of strengths and weaknesses in action occurs in the U.S. airline 
industry. As a whole, the industry was in trouble even before September 11, 2001. Big 
carriers—such as American, Delta, and US Airways—have strengths in terms of sheer 
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EXHIBIT 4.4 Potential Issues to Consider in a SWOT Analysis 




Potential Internal Strengths 

Abundant financial resources 

Well-known brand name 

Number 1 ranking in the industry 

Economies of scale 

Proprietary technology 

Patented products or processes 

Lower costs (raw materials or processes) 

Respected company/brand image 

Superior management talent 

Better marketing skills 

Superior product quality 

Alliances with other firms 

Good distribution skills 

Committed employees 


Potential External Opportunities 

Rapid market growth 

Complacent rival firms 

Changing customer needs/tastes 

Opening of foreign markets 

Mishap of a rival firm 

New product or process discoveries 

Economic boom/downturn 

Government deregulation 

New technology 

Demographic shifts 

Other firms seeking alliances 

High brand switching 

Sales decline for a substitute product 

Evolving business models in the industry 


Potential Internal Weaknesses 

Lack of strategic direction 
Limited financial resources 
Weak spending on R&D 
Very narrow product line 
Limited distribution 
Higher costs (raw materials or 
processes) 

Out-of-date products or 
technology 

Internal operating problems 
Internal political problems 
Weak market image 
Poor marketing skills 
Alliances with weak firms 
Limited management skills 
Undertrained employees 


Potential External Threats 

Entry of foreign competitors 
Introduction of new substitute products 
Product life cycle in decline 
Evolving business models in the industry 
Changing customer needs/tastes 
Declining consumer confidence 
Rival firms adopting new strategies 
Increased government regulation 
Economic boom/downturn 
Change in Federal Reserve policy 
New technology 
Demographic shifts 
Foreign trade barriers 
Poor performance of ally firm 
International political turmoil 
Weakening currency exchange rates 
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size, passenger volume, and marketing muscle. However, they suffer from a number of 
weaknesses related to internal efficiency, labor relations, and business models that cannot 
compensate for changes in customer preferences. These weaknesses are especially dra¬ 
matic when compared to low-cost airlines such as Southwest, Virgin America, Allegiant 
Air, and JetBlue. Initially, these carriers offered low-cost service in routes ignored by the 
big carriers. Their strengths in terms of internal efficiency, flexible operations, and lower 
cost equipment gave low-cost carriers a major advantage with respect to cost economies. 
The differences in operating expenses per available seat mile (an industry benchmark) 
are eye opening: Expressjet (7.9<t), Atlantic Southeast (9.7$), Spirit (9.9$), Virgin 
America (11.1$), JetBlue (11.3$), Allegiant (11.6$), and Southwest (12.6$) versus 
American (15.9$), Delta (16.4$), United (16.7$), and US Airways (17.8$). The ability of 
low-cost carriers to operate more efficiently and at reduced costs has changed the way 
customers look at air travel. Today, most customers see air travel as a commodity 
product, with price being the only real distinguishing feature among competing brands. 5 
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Opportunities and Threats 

In leveraging strengths to create capabilities and competitive advantages, the marketing 
manager must be mindful of trends and situations in the external environment. Stressing 
internal strengths while ignoring external issues can lead to an organization that, 
although efficient, cannot adapt when external changes either enhance or impede the 
firm’s ability to serve the needs of its customers. Opportunities and threats exist outside 
the firm, independently of internal strengths, weaknesses, or marketing options. Oppor¬ 
tunities and threats typically occur within the competitive, customer, economic, political/ 
legal, technological, and/or sociocultural environments. After identifying opportunities 
and threats, the manager can develop strategies to take advantage of opportunities and 
minimize or overcome the firm’s threats. 

Market opportunities can come from many sources. For example, when CEO Howard 
Schultz first envisioned the idea of Starbucks coffeehouses in 1983, he never dreamed that 
his idea would create an entire industry. Schultz was on a trip to Milan, Italy when he first 
conceived of a chain of American coffee bars. At that time, there was essentially no com¬ 
petition in coffee, as most consumers considered it a commodity. He knew that the 
demand for coffee was high, as it is only second to water in terms of consumption around 
the world. However, the U.S. coffee market was largely found on grocery store shelves and 
in restaurants. In fact, only 200 coffeehouses existed in the U.S. when Starbucks began 
its expansion. This clear lack of competition gave Schultz the impetus to take Starbucks 
from its humble Seattle, Washington beginnings to the rest of the world. Today there 
are over 17,000 Starbucks coffeehouses around the world—63 percent of them are in the 
U.S. Coffee is now a cultural phenomenon as there are thousands of coffeehouses in 
the U.S. today, most being mom-and-pop businesses that piggyback on Starbucks’s success. 
Starbucks customers eagerly spend S3 for a cup of coffee, but they get more than a mere 
drink. Starbucks is a place to meet friends, talk business, listen to music, or just relax. 
Starbucks’ popularity has spread to grocery store shelves were the brand is now a major 
threat to traditional in-store competitors. The combination of an obvious market opportu¬ 
nity and Schultz’s idea has forever changed the worldwide coffee market. 6 



Starbucks’ founder Howard Schultz seized an open market opportunity and forever changed the 
coffee industry. 
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The SWOT Matrix 

As we consider how a firm can use its strengths, weaknesses, opportunities, and threats 
to drive the development of its marketing plan, remember that SWOT analysis is 
designed to synthesize a wide array of information and aid the transition to the firm’s 
strategic focus. To address these issues properly, the marketing manager should appraise 
every strength, weakness, opportunity, and threat to determine their total impact on the 
firm’s marketing efforts. To utilize SWOT analysis successfully, the marketing manager 
must be cognizant of four issues: 7 

1. The assessment of strengths and weaknesses must look beyond the firm’s resources 
and product offering(s) to examine processes that are key to meeting customers’ 
needs. This often entails offering “solutions” to customers’ problems, rather than 
specific products. 

2 . The achievement of the firm’s goals and objectives depends on its ability to create capa¬ 
bilities by matching its strengths with market opportunities. Capabilities become compet¬ 
itive advantages if they provide better value to customers than competing offerings. 

3 . Firms can often convert weaknesses into strengths or even capabilities by investing 
strategically in key areas (e.g., customer support, research and development, supply 
chain efficiency, employee training). Likewise, threats can often be converted into 
opportunities if the right resources are available. 

4 . Weaknesses that cannot be converted into strengths become the firm’s limitations. 
Limitations that are obvious and meaningful to customers or other stakeholders must 
be minimized through effective strategic choices. 

One useful method of conducting this assessment is to visualize the analysis via a SWOT 
matrix. Exhibit 4.5 provides an example of this four-cell array that can be used to visually 
evaluate each element of a SWOT analysis. At this point, the manager must evaluate the 


4.! The SWOT Matrix 




Strengths 


Convert 


Weaknesses 


Opportunities 


Match 


Match 


Convert 

Threats 


Minimize/Avoid 


Minimize/Avoid 


Source: Adapted from Nigel Piercy, Market-Led Strategic Change (Oxford, UK: Butterworth-Heineman, 2002). 
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issues within each cell of the matrix in terms of their magnitude and importance. As we have 
stated before, this evaluation should ideally be based on customers’ perceptions. If customers’ 
perceptions cannot be gathered, the manager should base the ratings on the input of employ¬ 
ees, business partners, or their own intuition and expertise. 

It is not mandatory that the SWOT matrix be assessed quantitatively, but it can be 
informative to do so. Exhibit 4.6 illustrates how this assessment might be conducted 


EXHIBIT 4.6 Quantitative Assessment of the SWOT Matrix 


This analysis was conducted for the VirPharm marketing plan example found on our website. The ratings in each 
cell have their basis in a thorough analysis of the company and the industry. 


Strengths 

M 

I 

R 

Opportunities 

M 

I 

R 

BOPREX approved to treat arthritis, 
migraine headache, and general pain 

3 

3 

9 

FDA has approved the transition of 
prescription NSAIDs into OTC 
market 

3 

3 

9 

Patent exclusivity for three years 

3 

3 

9 

Consumers will try new products as 
they become available 

3 

3 

9 

New product entry 

3 

2 

6 

NSAIDs can be used as general pain 
reliever and fever reducer 

3 

3 

9 

Prescription-strength pain relief 
available OTC 

3 

2 

6 

Potential market channels not 
currently exploited 

3 

3 

9 

Effective migraine treatment 

3 

2 

6 

Competing prescription pain relievers 
have been pulled from the market 

3 

2 

6 

Talented and motivated workforce 

2 

2 

4 

Weak product differentiation among 
OTC competitors 

3 

2 

6 

Lower cost of raw materials 

3 

1 

3 

U.S. population is increasingly seeking 
convenience of online shopping 

2 

3 

6 

Wide range of products 

1 

2 

2 

Increase in aging population 

2 

2 

4 

Weaknesses 

M 

I 

R 

Threats 

M 

I 

R 

Limited marketing budget 

-3 

3 

-9 

Competition from both prescription 
pain relievers and OTC pain relievers 

-3 

3 

-9 

Market position (number 6 in 
market) 

-3 

3 

-9 

Extremely crowded OTC market 

-3 

3 

-9 

Weak product differentiation 

-3 

3 

-9 

Consumer loyalty with existing 
competitors 

-3 

2 

-6 

Current brand name (new to 
market) 

-3 

2 

-6 

Negative publicity regarding NSAIDs 

-2 

3 

-6 

Mid-sized company 

-2 

2 

-4 

Declining physician recommendation 
of NSAIDs 

-1 

3 

-3 

BOPREX associated with 
gastrointestinal side effects 

-1 

3 

-3 

OTC NSAIDs not indicated for long¬ 
term use 

-1 

2 

-2 

Variability in offshore suppliers 

-1 

2 

-2 

Regulations on drug advertisements 

-1 

2 

-2 


could intensify 


M = magnitude of the element, I = importance of the element, R = total rating of the element. 
Magnitude scale ranges from 1 (low magnitude) to 3 (high magnitude). 

Importance scale ranges from 1 (low importance) to 3 (high importance). 
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using information from the VirPharm marketing plan example found on our website. 
The first step is to quantify the magnitude of each element within the matrix. Magnitude 
refers to how strongly each element affects the firm. A simple method is to use a scale of 
1 (low magnitude), 2 (medium magnitude), or 3 (high magnitude) for each strength and 
opportunity, and -1 (low magnitude), -2 (medium magnitude), or -3 (high magnitude) 
for each weakness and threat. The second step is to rate the importance of each element 
using a scale of 1 (weak importance), 2 (average importance), or 3 (major importance) 
for all elements in the matrix. The final step is to multiply the magnitude ratings by the 
importance ratings to create a total rating for each element. Remember that the magni¬ 
tude and importance ratings should be heavily influenced by customer perceptions, not 
just the perceptions of the manager. 

Those elements with the highest total ratings (positive or negative) should have 
the greatest influence in developing the marketing strategy. A sizable strength in an 
important area must certainly be emphasized in order to convert it into a capability or 
competitive advantage. On the other hand, a fairly small and insignificant opportunity 
should not play a central role in the planning process. The magnitude and importance 
of opportunities and threats will vary depending on the particular product or market. 
For example, a dramatic increase in new housing starts would be very important for 
the lumber, mortgage, or real estate industries, but inconsequential for industries involv¬ 
ing semiconductors or telecommunications. In this example, the magnitude of the 
opportunity would be the same for all industries; however, the importance ratings 
would differ across industries. 


Developing and Leveraging 
Competitive Advantages 

After the magnitude and importance of each element in the SWOT matrix have 
been assessed, the manager should focus on identifying competitive advantages by 
matching strengths to opportunities. The key strengths most likely to be converted 
into capabilities will be those that have a compatibility with important and sizable 
opportunities. Remember that capabilities that allow a firm to serve customers’ 
needs better than the competition give it a competitive advantage. As outlined in 
Exhibit 4.7, competitive advantages can arise from many internal or external 
sources. 

When we refer to competitive advantages, we usually speak in terms of real differ¬ 
ences between competing firms. After all, competitive advantages stem from real 
strengths possessed by the firm or in real weaknesses possessed by rival firms. How¬ 
ever, competitive advantages can also be based more on perception than reality. For 
example, Apple’s iPad dominates the market for tablet computers despite the fact 
that competing products from Google, Motorola, RIM (Blackberry), Samsung, Acer, 
and Amazon typically match, or even beat, the iPad in terms of features and perfor¬ 
mance. Customers who are unaware of better tablets (or those that simply don’t 
care) buy the iPad because of its slick image, integration with iTunes and the App 
Store, and the availability of third-party accessories. Because consumers maintain 
the perception that the iPad is better than competing products, competing products 
have a difficult time breaking through. 

Effectively managing customers’ perceptions has been a challenge for marketers 
for generations. The problem lies in developing and maintaining capabilities and 
competitive advantages that customers can easily understand, and that solve their 
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EXHIBIT 4,7 Common Sources of Competitive Advantage 


Relational Advantages 

Brand-loyal customers 
High customer-switching costs 
Long-term relationships with supply chain partners 
Strategic alliance agreements 
Comarketing or cobranding agreements 
Tight coordination and integration with supply chain 
partners 

Strong bargaining power 


Legal Advantages 

Patents and trademarks 
Strong and beneficial contracts 
Tax advantages 
Zoning laws 
Global trade restrictions 
Government subsidies 


Product Advantages 

Brand equity and brand name 
Exclusive products 
Superior quality or features 
Production expertise 
Guarantees and warranties 
Outstanding customer service 
Research and development 
Superior product image 

Pricing Advantages 
Lower production costs 
Economies of scale 
Large-volume buying 
Low-cost distribution 
Bargaining power with vendors 


Organizational Advantages 
Abundant financial resources 
Modern plant and equipment 

Effective competitor and customer intelligence 
systems 

Culture, vision, and shared goals 
Strong organizational goodwill 


Promotion Advantages 

Company image 
Large promotion budget 
Superior sales force 
Creativity 

Extensive marketing expertise 


Human Resource Advantages 
Superior management talent 
Strong organizational culture 
Access to skilled labor 
Committed employees 
World-class employee training 


Distribution Advantages 

Efficient distribution system 
Real-time inventory control 
Extensive supply chain integration 
Superior information systems 
Exclusive distribution outlets 
Convenient locations 
Strong e-commerce capabilities 


specific needs. Capabilities or competitive advantages that do not translate into 
specific benefits for customers are of little use to a firm. In recent years, many suc¬ 
cessful firms have developed capabilities and competitive advantages based on one 
of three basic strategies: operational excellence, product leadership, and customer 
intimacy: 

Operational Excellence. Firms employing a strategy of operational excellence focus 
on efficiency of operations and processes. These firms operate at lower costs than 
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their competitors, allowing them to deliver goods and services to their customers at 
lower prices or a better value. Low-cost airlines, like JetBlue and Southwest Airlines, 
are a prime example of operational excellence in action. Southwest’s no-frills service 
and use of nearly identical aircraft keep operating costs quite low compared to other 
air carriers. Other firms that employ operational excellence include Dell and 
Walmart. 8 

Product Leadership. Firms that focus on product leadership excel at technology and 
product development. As a result, these firms offer customers the most advanced, 
highest quality goods and services in the industry. For example, Microsoft, which 
dominates the market for personal computer operating systems and office 
productivity suites, continues to upgrade and stretch the technology underlying its 
software, while creating complementary products that solve customers’ needs. 

Pfizer, Intel, and 3M are other examples of companies that pursue a product 
leadership strategy. Beyond the Pages 4.2 explains some of the secrets to 3M’s 
product leadership success. 

Customer Intimacy. Working to know your customers and understand their needs 
better than the competition is the hallmark of customer intimacy. These firms attempt 
to develop long-term relationships with customers by seeking their input on how to 
make the firm’s goods and services better or how to solve specific customer problems. 
Nordstrom, for example, organizes its store layout by fashion and lifestyle rather than 
by merchandise categories. The company offers high quality products with impeccable 
customer service. In fact, Nordstrom is consistently ranked tops in customer service 
among all retail chains. 9 Other firms that pursue customer intimacy include Amazon, 
DHL, and Ritz-Carlton. 

To be successful, firms should be able to execute all three strategies. However, the 
most successful firms choose one area at which to excel, and then actively manage cus¬ 
tomer perceptions so that customers believe that the firm does indeed excel in that area. 
To implement any one of these strategies effectively, a firm must possess certain core 
competencies, as outlined in Exhibit 4.8. Firms that boast such competencies are more 
likely to create a competitive advantage than those that do not. However, before a com¬ 
petitive advantage can be translated into specific customer benefits, the firm’s target mar¬ 
kets must recognize that its competencies give it an advantage over the competition. 
Exhibit 4.8 includes a list of attributes that customers might use to describe a company 
that possesses each particular competitive advantage. The core competencies are internal 
(strength) issues, while specific attributes refer to activities that customers will notice as 
they interact with the firm. 


Establishing a Strategic Focus 

At the conclusion of the SWOT analysis, the marketing manager must turn his or her 
attention toward establishing the strategic focus of the firm’s marketing program. By 
strategic focus, we mean the overall concept or model that guides the firm as it weaves 
various marketing elements together into a coherent strategy. A firm’s strategic focus is 
typically tied to its competitive advantages. However, depending on the situation, the 
strategic focus can shift to compensate for the firm’s weaknesses or to defend against 
its vulnerabilities. A firm’s strategic focus can change over time to reflect the dynamic 
nature of the internal and external environments. The direction taken depends on how 
the firm’s strengths and weaknesses match up with its external opportunities and threats. 
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Beyond the Pages 4.2 

Successful Product Leadership at 3M 10 


Most people know that 3M is the maker of everyday 
items such as Post-It Notes and Scotch Tape. Some 
might know that 3M makes other products such as 
O-Cel-O sponges, Clarity braces (for teeth), and Litt- 
mann stethoscopes. What most people don't know 
about 3M, however, is that the company has been 
developing innovative products like these for over 
107 years. After all that time, what is most amazing 
about 3M is that the company's appetite for product 
innovation has never waned. 

3M (Minnesota Mining and Manufacturing) 
began as an abrasives maker in 1902. However, the 
company didn't become well known until the inven¬ 
tion of masking tape in 1925. Even then, the com¬ 
pany didn't become a household name until the 
invention of Post-It Notes in 1980. Today, the com¬ 
pany sells an expansive line of Scotch tape products 
and has innovated Post-It into picture paper and 
index cards. 

What is 3M's secret to successful product leader¬ 
ship? When Larry Wendling, former vice-president of 
3M's corporate research labs was asked that ques¬ 
tion, he summed up the company's success based 
on a list of seven key factors: 

1. Commitment to Innovation. Every employee, 
from the CEO down, is firmly committed to inno¬ 
vation. 3M backs up this commitment with mas¬ 
sive spending on R&D: over $1 billion per year, or 
6 percent of its total revenue. 

2. Active Maintenance of the Corporate Culture. 
Probably the main factor in 3M's success, the 
company's culture is based on hiring good 
people, giving them the freedom to do their 
work, and tolerating mistakes. A common 
characteristic of highly innovative companies 
is that they tolerate failure and try to learn 
from it. 

3. Broad Base of Underlying Technology. Having a 
diverse expertise across many different technolo¬ 
gies allows 3M to apply ideas from one area of 
the company to another. This is one of the 
secrets to why 3M never seems to run out of 
ideas. 


4. Active Networking. 3M actively promotes net¬ 
working and internal conversations among its 
scientists and engineers. They host an annual 
Technical Forum where the roughly 10,000 
members of the R&D staff talk and share 
ideas. 

5. Reward Employees for Outstanding Work. 3M 

maintains a dual-career track so experienced 
scientists and engineers can move up the 
career ladder without moving into corporate 
management. The company also honors its 
employees with scientific achievement awards 
each year. 

6. Measure Results. A key benchmark for 3M is the 
percentage of revenue that comes from products 
introduced during the past four years. This pre¬ 
vents the company from resting on its laurels 
and allows management to determine if R&D dol¬ 
lars are well spent. 

7. Listen to the Customer. 3M employees spend a 
great deal of time learning about customer 
needs and expectations. They take these ideas 
back to the lab where innovative products are 
developed. For example, the idea for Post-It 
Photo Paper came directly from customers. 

Wendling argues that innovation at 3M is not an 
accident. Throughout the company's history, these 
seven pillars of innovation have been developed, 
managed, and nurtured. It is no wonder that 3M regu¬ 
larly appears in the BusinessWeek rankings of the 
world's most innovative and most admired 
companies. 

In addition to innovation, 3M also maintains prod¬ 
uct leadership through strategic acquisitions. The 
company's most recent acquisition is Avery Denni¬ 
son's office and consumer products division, the 
undisputed market leader in the labeling business. 
The acquisition gave 3M control over the Avery label 
brand and other market leading products such as 
Marks-A-Lot pens and Hi-Liter markers. The addition 
of the Avery label line helps to round out 3M's own 
line of office products, including the ubiquitous Post- 
It Notes and Scotch Tape. 
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EXHIBIT 4.8 Core Competencies Necessary for Competitive Advantage Strategies 


Operational Excellence—Example Firms: Walmart, Southwest Airlines, Dell 

Core Competencies 

Low cost operations 
Totally dependable product supply 
Expedient customer service 
Effective demand management 


Common Attributes of Operationally Excellent Firms 

Deliver compelling value through the use of low prices, standardized product offerings, and 
convenient buying processes 

Target a broad, heterogeneous market of price-sensitive buyers 

Invest to achieve scale economies and efficiency-driven systems that translate into lower 
prices for buyers 

Develop information systems geared toward capturing and distributing information on 
inventories, shipments, customer transactions, and costs in real time 
Maintain a system to avoid waste and highly reward efficiency improvement 


Product Leadership—Example Firms: Pfizer, Intel, 3M 


Core Competencies 

Basic research/rapid research interpretation 
Applied research geared toward product development 
Rapid exploitation of market opportunities 
Excellent marketing skills 

Common Attributes of Product-Leading Firms 

Focus their marketing plans on the rapid introduction of high quality, technologically 
sophisticated products in order to create customer loyalty 

Constantly scan the environment in search of new opportunities; often making their own 
products obsolete through continuous innovation 
Target narrow, homogeneous market segments 

Maintain organizational cultures characterized by decentralization, adaptability, 

entrepreneurship, creativity, and the expectation of learning from failure 

Have an attitude of “How can we make this work?” rather than “Why can’t we make this work?” 


Customer Intimacy—Example Firms: Nordstrom, Amazon, Ritz-Carlton 

Core Competencies 

Exceptional skills in discovering customer needs 
Problem solving proficiency 
Flexible product/solution customization 
A customer relationship management mind-set 
A wide presence of collaborative (win-win) negotiation skills 
Common Attributes of Customer-Intimate Firms 

See customer loyalty as their greatest asset as they focus their efforts on developing and 
maintaining an intimate knowledge of customer requirements 

Consistently exceed customer expectations by offering high quality products and solutions 
without an apology for charging higher prices 

Decentralize most decision-making authority to the customer-contact level 

Regularly form strategic alliances with other companies to address customers’ needs in a 

comprehensive fashion 

Assess all relationships with customers or alliance partners on a long-term, even lifetime basis 

Source: From ‘Discipline of Market Leaders: Choose Your Customers’ in “CSC Index” by Michael Treacy and Fred Wiersema (Addison-Wesley, 
1995). Reprinted with permission from Helen Rees Literary Agency, Michael Treacy, and Fred Wiersema. 


102 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 




Chapter 4: Developing Competitive Advantage and Strategic Focus 103 


Using the results of the SWOT analysis as a guide, a firm might consider four general 
directions for its strategic efforts: 11 

Aggressive (many internal strengths/many external opportunities). Firms in this 
enviable position can develop marketing strategies to aggressively take on 
multiple opportunities. Expansion and growth, with new products and new 
markets, are the keys to an aggressive approach. These firms are often so 
dominant that they can actually reshape the industry or the competitive 
landscape to fit their agenda. Google offers a good example of this approach in 
its development of web-based applications that serve multiple needs and markets. 
Google Voice, Google Plus, Google Docs, Gmail, and YouTube are a few 
examples of Google’s offerings. 

Diversification (many internal strengths/many external threats). Firms in this 
position have a great deal to offer, but external factors weaken their ability to pursue 
aggressive strategies. To help offset these threats, firms can use marketing strategy to 
diversify their portfolio of products, markets, or even business units. A good example 
of this strategy in action is the Altria Group, whose divisions include Philip Morris 
USA, U.S. Smokeless Tobacco Company, John Middleton (cigars), Chateau Ste. 
Michelle Wine Estates, Philip Morris Capital Corporation (leasing), and partial 
ownership of SABMiller (the world’s second largest brewer). Although Altria owns 
many of the world’s most recognizable brands (Marlboro, Virginia Slims, Skoal, 
Copenhagen, Prince Albert), the firm faces innumerable threats from low-cost 
competitors, taxes, and litigation. 12 

Turnaround (many internal weaknesses/many external opportunities). Firms often 
pursue turnaround strategies because they find themselves in the situation—often 
temporary—of having too many internal problems to consider strategies that will take 
advantage of external opportunities. In these cases, firms typically have to put their own 
house back in order before looking beyond their current products or markets. For 
example, GM was once the dominant carmaker in the world. Flowever, a weak product 
portfolio, high pension costs, stiff competition, and the downturn in the world economy 
created a perfect storm that forced GM into bankruptcy in 2009. To keep the company 
solvent, the U.S. government provided a $50 billion bailout and acquired a major 
ownership stake in GM. As a part of its turnaround strategy, GM sold off or closed four 
non-core brands—Saturn, Hummer, Pontiac, and Saab—and took steps to drastically 
reduce costs. Today, GM is once again the world’s leading automaker. The U.S. 
government still holds 32 percent of GM, but plans to sell it in the open market. 13 
Defensive (many internal weaknesses/many external threats). Firms take a defensive 
posture when they become overwhelmed by internal and external problems 
simultaneously. For example, pharmaceutical giant Merck was dealt a serious blow in 
2004 when it was announced that patients taking the company’s pain reliever Vioxx were 
at an increased risk of heart attacks. Merck withdrew Vioxx from the market, which 
marked the beginning of a string of potentially damaging litigation against the firm. 
However, Merck won 10 out of 15 major lawsuits against them, and then eventually 
settled all remaining suits for $4.85 billion in 2007. Next, Merck began looking for ways 
to defend its market position given that many of its most popular drugs—including 
Zocor, Fosamax, and Singulair—would lose patent protection over the next several 
years. Merck announced a solution in 2009 with a $41 billion merger with Schering- 
Plough, which gave the company a strong development pipeline of 18 new drugs in 
Phase III trials. One of the company’s most promising new drugs is Incivek, a 
treatment for Hepatitis C. Roughly 170 million people worldwide have the disease 
and represent a roughly $3 billion market for medicines to combat it. 14 
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Although these four stances are quite common, other combinations of strengths, 
weaknesses, opportunities, and threats are possible. For example, a firm may have few 
internal strengths but many external opportunities. In this situation, the firm cannot 
take advantage of opportunities because it does not possess the needed resources to cre¬ 
ate capabilities or competitive advantages. To resolve this problem, the firm might focus 
all of its efforts toward small niche markets, or it might consider establishing alliances 
with firms that possess the necessary resources. It is also possible that a firm will possess 
many internal strengths but few external opportunities. In this situation, the firm might 
pursue a strategy of diversification by entering new markets or acquiring other compa¬ 
nies. This strategy is dangerous, however, unless these new pursuits are consistent with 
the mission of the firm. Business history is replete with stories of firms that explored new 
opportunities that were outside of their core mission and values. Sears’s expansion into 
real estate, financial services, and credit cards in the 1980s should remind us all that 
stepping beyond core strengths is often a bad idea. 

Establishing a solid strategic focus is important at this stage of the planning process 
because it lays the groundwork for the development of marketing goals and objectives that 
follow. Unfortunately, many firms struggle with finding a focus that translates into a strategy 
that offers customers a compelling reason for purchasing the firm’s products. Firms can use 
any number of tools and techniques for identifying a compelling strategic focus. We believe 
that one of the most useful tools is the strategy canvas, which was developed by professors 
W. Chan Kim and Renee Mauborgne in their book Blue Ocean Strategy. 15 

In essence, a strategy canvas is a tool for visualizing a firm’s strategy relative to other 
firms in a given industry. As an example, consider the strategy canvas for Southwest Airlines 
depicted in Exhibit 4.9. 16 The horizontal axis of a strategy canvas identifies the key factors 
that the industry competes on with the products that are offered to customers. In the case 
of the airline industry, these factors include price, meals, seating choices, and service 
among others. The vertical axis indicates the offering level that firms offer to buyers across 
these factors. The central portion of the strategy canvas is the value curve, or the graphic 


EXHIBIT 4.9 Strategy Canvas for Southwest Airlines 




Source: From W. Chan Kim and Renee Mauborgne, “Blue Ocean Strategy” (Boston, MA: Harvard Business School Press, 2005), p. 38. Used by 
permission of Harvard Business School Publishing. 
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representation of the firm’s relative performance across its industry’s factors. The key to 
using the strategy canvas (and the key to developing a compelling strategic focus) lies in 
identifying a value curve that stands apart from the competition. 

As illustrated in the exhibit. Southwest’s strategic focus is based on downplaying the 
traditional competitive factors used in the airline industry (price, meals, etc.), stressing 
other factors (service, speed), and creating a new factor upon which to base its competitive 
advantage (frequent departures). In doing this, Southwest offers a compelling alternative to 
customers who dislike making the tradeoffs between air travel and car travel. Southwest’s 
strategic focus, then, is offering fast, friendly, and frequent air travel at prices that appeal 
to customers who would have customarily opted to travel by car. As we have seen earlier 
in this chapter, Southwest is able to support this focus through its competitive advantages 
based on operational excellence. It should be no surprise that Southwest has been one of 
the most successful and profitable carriers in the industry for quite some time. 

To use the strategy canvas successfully, the marketing manager must identify a value 
curve with two major characteristics. 17 First, the value curve should clearly depict the 
firm’s strategic focus. As shown in Exhibit 4.9, Southwest Airlines’ focus on service, 
speed, and frequent departures is clear. All other competitive factors are downplayed in 
Southwest’s strategy. Second, the value curve should be distinctively different from com¬ 
petitors. Again, this is the case for Southwest as its combination of competitive factors 
clearly separates the firm from the competition. More information on the blue ocean 
approach to developing a strategic focus can be found in Beyond the Pages 4.3. 

The combination of the SWOT matrix and the strategy canvas offers a useful and 
powerful means of visualizing the firm’s competitive advantage and strategic focus. 
Clearly articulating the firm’s focus is crucial as the marketing manager moves ahead in 
developing the marketing plan. In the next phase of the planning process, the manager 
must identify the firm’s marketing goals and objectives in order to connect the strategic 
focus to the outcomes that are desired and expected. These goals and objectives will also 
be crucial at the latter stages of planning as the manager identifies standards that will be 
used to assess the performance of the marketing strategy. In the next section, we look at 
the development of marketing goals and objectives in more detail. 

Developing Marketing Goals and Objectives 

After identifying a strategic focus, the marketing manager may have some ideas about 
potential marketing activities that can be used to leverage the firm’s competitive advan¬ 
tages relative to the opportunities available in the market. At this stage, however, there 
are likely to be many different goals and objectives that coincide with the anticipated 
strategic direction. Because most firms have limited resources, it is typically difficult 
to accomplish everything in a single planning cycle. At this point, the manager must 
prioritize the firm’s strategic intentions and develop specific goals and objectives for the 
marketing plan. 

We reiterate that marketing goals and objectives must be consistent with the over¬ 
all mission and vision of the firm. Once the firm has a mission statement that clearly 
delineates what it is, what it stands for, and what it does for others, the marketing 
manager can then begin to express what he or she hopes to achieve in the firm’s 
marketing program. These statements of desired accomplishments are goals and 
objectives. Some use the terms “goals” and “objectives” interchangeably. However, 
failure to understand the key differences between them can severely limit the effec¬ 
tiveness of the marketing plan. Goals are general desired accomplishments, while 
objectives provide specific, quantitative benchmarks that can be used to gauge prog¬ 
ress toward the achievement of the marketing goals. 
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Beyond the Pages 4.3 

18 

A Closer Look at Blue Ocean Strategy 


In addition to the strategy canvas discussed in the 
chapter, Professors Chan and Mauborgne developed 
a companion tool called the four actions framework. 
Where the strategy canvas graphically depicts the 
firm's strategic focus relative to competitors and the 
factors that define competition within an industry, 
the four actions framework is a tool for discovering 
how to shift the strategy canvas and reorient the 
firm's strategic focus. As shown in the diagram, the 
four actions framework is designed to challenge tradi¬ 
tional assumptions about strategy by asking four 
questions about the firm's way of doing business. 

As an example of how the four actions framework 
can be used, Chan and Mauborgne drew on the experi¬ 
ences of Casella Wine's successful launch of [yellow 
tail]. First, Casella eliminated traditional competitive 
factors such as impenetrable wine terminology, aging 
qualities, and heavy marketing expenditures. Casella 
reasoned that these factors made wine inaccessible to 
the mass of buyers who were unfamiliar with wine cul¬ 
ture. Second, Casella reduced the importance of other 
factors such as wine complexity, range of wine selec¬ 
tions, and prestige. At launch, for example, Casella 
introduced only two wines: Chardonnay and Shiraz. 
They also used a nontraditional label featuring an 
orange and yellow kangaroo on a black background 
to reduce the prestige or "snob appeal" common in 
most wines. Third, Casella raised the importance of 


competitive factors such as store involvement. Casella 
involved store employees by giving them Australian 
clothing to wear at work. This created a laid back 
approach to wine that made the employees eager to 
recommend [yellow tail] to their customers. Finally, 
Casella created easy to drink, easy to buy, and fun as 
new competitive factors, [yellow tail] has a soft fruity 
taste that makes it more approachable. Casella also 
put red and white wines in the same-shaped bottle— 
an industry first. This simple change greatly reduces 
manufacturing costs and makes point-of-sale displays 
simpler and more eye catching. 

The blue ocean approach is also used successfully 
by Southwest Airlines, Cirque du Soleil, and Curves 
(a chain of women-only fitness centers), among 
others. Chan and Mauborgne argue that successfully 
reorienting a firm's strategic focus requires the firm to 
give up long-held assumptions about how business 
should be conducted. They caution firms to avoid 
benchmarking and extensive customer research 
because these approaches tend to create a typical 
"more for less" mentality that guides the strategic 
focus of most firms. Instead, the blue ocean approach 
requires firms to fundamentally alter their strategic 
logic. Therein lies the challenge of blue ocean think¬ 
ing: it is very, very difficult for most businesses to 
change. Consequently, true blue ocean approaches 
tend to be a rare occurrence. 



The Four Actions Framework 
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Developing Marketing Goals 

As statements of broad, desired accomplishments, goals are expressed in general terms 
and do not contain specific information about where the organization presently stands 
or where it hopes to be in the future. Home Depot, for example, has a goal of having 
lower prices than the competition. This goal is not specific, however, because it does 
not specify a benchmark that defines what a lower price is. To achieve this goal, Home 
Depot offers a price guarantee that matches then beats competitors’ prices by 10 per¬ 
cent. 19 Goals like these are important because they indicate the direction in which the 
firm attempts to move, as well as the set of priorities it will use in evaluating alternatives 
and making decisions. 

It is also important that all functional areas of the organization be considered in the 
goal-setting process. In developing goals for the marketing plan, it is important to keep 
in mind that marketing goals should be attainable, consistent, comprehensive, and 
involve some degree of intangibility. Failure to consider these issues will result in goals 
that are less effective, and perhaps even dysfunctional. Let’s look more closely at these 
characteristics. 

Setting realistic goals is important because the key parties involved 
in reaching them must see each goal as reasonable. Determining whether a goal is 
realistic requires an assessment of both the internal and external environments. For 
example, it would not be unrealistic for a firm in second place in market share, trail¬ 
ing the leading brand by just 2 percent, to set a goal of becoming the industry 
leader. Other things being equal, such a goal could help motivate employees toward 
becoming “number one.” In contrast, a firm in sixth place, trailing the fifth place 
firm by 5 percent and the leader by 30 percent, could set the same goal—but it 
would not be realistic. Unrealistic goals can be demotivational because they show 
employees that management is out of touch. Since one of the primary benefits of 
having goals is to motivate employees toward better performance, setting unrealistic 
goals can cause major problems. 

In addition to being realistic, management must work to set goals that 
are consistent with one another. Enhancing market share and working to have the high¬ 
est profit margins in the industry are both reasonable goals by themselves, but together 
they are inconsistent. Goals to increase both sales and market share would be consistent, 
as would goals to enhance customer service and customer satisfaction. However, setting 
goals to reduce inventory levels and increase customer service are usually incompatible. 
Goals across and within functional areas should also mesh together. This is a major con¬ 
cern in large organizations, and it highlights the need for a great deal of information 
sharing during the goal-formulation process. 

The goal-setting process should also be comprehensive. This 
means that each functional area should be able to develop its own goals that relate 
to the organization’s goals. For example, if goals are set only in terms of advancing 
the technology associated with a firm’s products, members of the marketing depart¬ 
ment may wonder what role they will play in this accomplishment. The goal should 
be stated so that both marketing and research and development can work together to 
help advance the organizational goal of offering the most technologically advanced 
products. Marketing will need to work on the demand side of this effort (measuring 
customer needs and staying attuned to trends in the external environment), while 
research and development will focus on the supply side (conducting basic and 
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applied research, as well as staying abreast of all major technological innovations). 
Goals should help clarify the roles of all parties in the organization. Functional 
areas that do not match any of the organization’s goals should question their need 
for future resources and their ability to acquire them. 

Finally, goals should involve some degree of intangibility. Some plan¬ 
ners have been known to confuse strategies, and even tactics, with goals. A goal is 
not some action the firm can take; rather, it is an outcome the organization hopes 
to accomplish. Actions such as hiring 100 new salespeople or doubling the advertis¬ 
ing budget are not goals, as any firm with adequate resources can accomplish both 
tasks. However, having “the best-trained sales force in the industry” or “the most 
creative and effective advertising campaign in the industry” are suitable goals. Note 
the intangibility associated with the use of terms such as best trained, most creative, 
and most effective. These terms are motivational because they promote comparisons 
with rival firms. They also continually push for excellence, as their open-ended 
nature always leaves room for improvement. 

Developing Marketing Objectives 

Objectives provide specific and quantitative benchmarks that can be used to gauge prog¬ 
ress toward the achievement of the marketing goals. In some cases, a particular goal may 
require several objectives for its progress to be adequately monitored, usually across multi¬ 
ple business functions. For example, a goal of “creating a high-quality image for the firm” 
cannot be accomplished by better inventory control if accounts receivable makes mistakes 
and customer complaints about the firm’s salespeople are on the rise. Similarly, the mar¬ 
keting department alone could not have accomplished Home Depot’s phenomenal growth 
from two Atlanta-based stores in 1979 to over 2,200 worldwide stores today. 20 Such an 
endeavor requires a carefully coordinated effort across many departments. 

Goals without objectives are essentially meaningless because progress is impossible to 
measure. A typical marketing objective might be: “The sales division will decrease 
unfilled customer orders from 3 percent to 2 percent between January and June of this 
fiscal year.” Note that this objective contains a high degree of specificity. It is this speci¬ 
ficity that sets goals and objectives apart. Objectives involve measurable, quantitative out¬ 
comes, with specifically assigned responsibility for their accomplishment, and a definite 
time period for their attainment. Let’s look at the specific characteristics of marketing 
objectives. 

As with goals, marketing objectives should be realistic given the internal 
and external environments identified during the situation and SWOT analyses. A good 
objective is one that is attainable with a reasonable amount of effort. Easily attainable 
objectives will not motivate employees to achieve higher levels of performance. Likewise, 
good objectives do not come from false assumptions that everything will go as planned 
or that every employee will give 110 percent effort. In some cases, competitors will estab¬ 
lish objectives that include taking customers and sales away from the firm. Setting objec¬ 
tives that assume inanimate or inept competitors, when history has proven otherwise, 
creates objectives that quickly lose their value as employees recognize them as being 
unreasonable. 

Continuity The need for realism brings up a second consideration, that of continuity. 
Marketing objectives can be either continuous or discontinuous. A firm uses continuous 
objectives when its current objectives are similar to objectives set in the previous 
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planning period. For example, an objective “to increase market share from 20 to 22 per¬ 
cent in the next fiscal year” could be carried forward in a similar fashion to the next 
period: “to increase market share from 22 to 24 percent in the next fiscal year.” This 
would be a continuous objective because the factor in question and the magnitude of 
change are similar, or even identical, from period to period. 

An important caveat about continuous objectives: Objectives that are identical, or 
only slightly modified, from period to period often do not need new strategies, 
increased effort, or better implementation to be achieved. Marketing objectives 
should lead employees to perform at higher levels than would otherwise have been 
the case. Employees naturally tend to be objective oriented. Once they meet the 
objective, the level of creativity and effort tends to fall off. There are certainly cir¬ 
cumstances where continuous objectives are appropriate, but they should not be set 
simply as a matter of habit. 

Discontinuous objectives significantly elevate the level of performance on a given 
outcome factor, or bring new factors into the set of objectives. If sales growth has 
been averaging 10 percent, and the SWOT analysis suggests that this is an easily 
obtainable level, an example of a discontinuous objective might be “to increase sales 
18 percent during the next fiscal year.” This would require new strategies to sell 
additional products to existing customers, to expand the customer base, or at the 
very least to develop new tactics and/or enhance the implementation of existing 
strategies. Discontinuous objectives require more analysis and linkage to strategic 
planning than continuous objectives. 

Developing discontinuous objectives is one of the major benefits a company can 
gain from applying for the Malcolm Baldrige National Quality Award. Exhibit 4.10 
identifies the performance criteria for the Baldrige Award. To demonstrate profi¬ 
ciency in these areas, a firm must first establish benchmarks, which typically are 
the quantitative performance levels of the leaders in an industry. The firm then 
develops objectives that center on improving performance in each area. Many com¬ 
panies feel that simply applying for the Baldrige Award has positive effects on per¬ 
formance, if for no other reason than the process forces the company to set 
challenging discontinuous objectives. This is also true for organizations that use the 
Baldrige guidelines as a planning aid. 

Time Frame Another key consideration in setting objectives is the time frame for 
their achievement. Although companies often establish marketing plans on an annual 
basis, marketing objectives may differ from this period in their time frame. Sales volume, 
market share, customer service, and gross margin objectives may be set for terms less 
than, equal to, or greater than one year. The time frame should be appropriate and 
allow for accomplishment with reasonable levels of effort. To set a target of doubling 
sales for a well-established company within six months would likely be unreasonable. 
On the other hand, objectives having an excessively long time frame may be attained 
without any increased effort or creativity. The combination of managerial expertise and 
experience, along with the information acquired during the situation and SWOT analy¬ 
ses, should lead to the establishment of an appropriate time frame. 

For objectives with longer time frames, it is important to remind employees of the 
objective on a regular basis and to provide feedback on progress toward its achievement. 
For example, employees at FedEx’s terminal in Memphis, Tennessee can see a real-time 
accuracy gauge that displays the company’s current performance in terms of getting 
packages to their rightful destinations. FedEx also uses a nightly countdown clock 
to remind employees of the speed needed to turnaround packages and load them on 
outbound cargo planes. Whether a weekly announcement, a monthly newsletter, or a 
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EXHIBIT 4. 

1 o Malcolm Baldrige Award: Criteria for Performance Excellence 



Categories 

and Items 

Point Values 

1 

Leadership 


120 


1.1 Senior Leadership 

70 



1.2 Governance and Societal Responsibilities 

50 


2 

Strategic Planning 


85 


2.1 Strategy Development 

40 



2.2 Strategy Implementation 

45 


3 

Customer Focus 


85 


3.1 Voice of the Customer 

40 



3.2 Customer Engagement 

45 


4 

Measurement, Analysis, and Knowledge Management 


90 


4.1 Measurement, Analysis, and Improvement of Organizational Performance 

45 



4.2 Management of Information, Knowledge, and Information Technology 

45 


5 

Workforce Focus 


85 


5.1 Workforce Environment 

40 



5.2 Workforce Engagement 

45 


6 

Operations Focus 


85 


6.1 Work Systems 

45 



6.2 Work Processes 

40 


7 

Results 


450 


7.1 Product and Process Outcomes 

120 



7.2 Customer-Focused Outcomes 

90 



7.3 Workforce-Focused Outcomes 

80 



7.4 Leadership and Governance Outcomes 

80 



7.5 Financial and Market Outcomes 

80 



Total Points 


1,000 


Source: “2011-2012 Criteria for Performance Excellence,” Baldrige Performance Excellence Program (Gaithersburg, MD: National Institute of 
Standards and Technology, U.S. Department of Commerce, 2011), 3. 


real-time gauge on the wall that charts progress toward the objective, feedback is a criti¬ 
cal part of the objective-setting process, particularly for longer-term objectives. 

Assignment of Responsibilit One final aspect of objectives that sets them apart 
from goals is that the marketing manager must identify the person, team, or unit respon¬ 
sible for achieving each objective. By explicitly assigning responsibility, the firm can limit 
the problems of stealing credit and avoiding responsibility. A bank might give the 
marketing department the responsibility of achieving an objective of “having 40 percent 
of its customers list the bank as their primary financial institution within one year.” If by 
the end of the year, 42 percent of all customers list the bank as their primary financial 
institution, the marketing department gets credit for this outcome. If the figure is only 38 
percent, the marketing department must provide an explanation. 
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Moving Beyond Goals and Objectives 

Marketing goals and objectives identify the desired ends, both general and specific, that 
the organization hopes to achieve during the planning period. However, companies do 
not fulfill properly set goals and objectives automatically or through wishing and hoping. 
They set into motion a chain of decisions and serve as a catalyst for the subsequent 
stages in the planning process. Organizational goals and objectives must lead to the 
establishment of consistent goals and objectives for each functional area of the firm. 
Having recognized the desired ends, each area, including marketing, must next deter¬ 
mine the means that will lead to these targeted results. 

As we move forward, we focus our attention on the means issue as we address market¬ 
ing strategy development. Although a firm might consider the steps of the market planning 
process sequentially, in reality the firm must move back and forth between steps. If mar¬ 
keting strategies that have the potential to achieve the marketing goals and objectives can¬ 
not be developed, the goals and objectives may not be reasonable and need to be 
reevaluated before the development of the marketing strategy. Given that the marketing 
plan must be a working document, the cycling among planning steps never truly ends. 


Lessons from Chapter 4 

SWOT analysis: 

is considered to be one of the most useful tools in 

analyzing marketing data and information. 

links a company’s ongoing situation analysis to the 

development of the marketing plan. 

structures the information from the situation analysis into 

four categories: strengths, weaknesses, opportunities, and 

threats. 

uses the structured information to uncover competitive 
advantages and guide the selection of the strategic focus 
for the firm’s marketing strategy. 

To make SWOT analysis as productive as possible, the 
marketing manager should: 

stay focused by using a series of SWOT analyses, each 
focusing on a specific product/market combination, 
search extensively for competitors, whether they are a 
present competitor or one in the future, 
collaborate with other functional areas by sharing 
information and perspectives. 

examine issues from the customers’ perspective by asking 
questions such as “What do customers (and noncustomers) 
believe about us as a company?” and “Which of our 
weaknesses translate into a decreased ability to serve 
customers (and a decreased ability to convert 
noncustomers)?” This includes examining the issues from 
the perspective of the firm’s internal customers, its 
employees. 

look for causes, not characteristics by considering the 
firm’s resources that are the true causes for the firm’s 
strengths, weaknesses, opportunities, and threats, 
separate internal issues from external issues using this key 
test to differentiate: “Would this issue exist if the firm did 


not exist?” If the answer is yes, the issue should be 
classified as external to the firm. 

Strengths and weaknesses: 

exist because of resources possessed (or not possessed) by 
the firm, or they exist due to the nature of key 
relationships between the firm and its customers, its 
employees, or outside organizations, 
must be leveraged into capabilities (in the case of 
strengths) or overcome (in the case of weaknesses), 
are meaningful only when they assist or hinder the firm in 
satisfying customer needs. 

Opportunities and threats: 

are not potential marketing actions. Rather, they involve 
issues or situations that occur in the firm’s external 
environments. 

should not be ignored as the firm gets caught up in 
developing strengths and capabilities for fear of creating 
an efficient, but ineffective, organization, 
may stem from changes in the competitive, customer, 
economic, political/legal, technological, and/or socio¬ 
cultural environments. 

The SWOT matrix: 

allows the marketing manager to visualize the analysis, 
should serve as a catalyst to facilitate and guide the creation 
of marketing strategies that will produce desired results. 

• allows the manager to see how strengths and 
opportunities might be connected to create capabilities 
that are key to meeting customer needs, 
involves assessing the magnitude and importance of each 
strength, weakness, opportunity, and threat. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


112 Part 2: Discovering Market Opportunities 


Competitive advantage: 

stems from the firm’s capabilities in relation to those held 
by the competition. 

can be based on both internal and external factors, 
is based on both reality and customer perceptions, 
is often based on the basic strategies of operational 
excellence, product leadership, and/or customer 
intimacy. 

Establishing a strategic focus: 

is based on developing an overall concept or model that 
guides the firm as it weaves various marketing elements 
together into a coherent strategy, 
is typically tied to the firm’s competitive advantages, 
involves using the results of the SWOT analysis as the 
firm considers four major directions for its strategic 
efforts: aggressiveness, diversification, turnaround, or 
defensiveness. 

can help ensure that the firm does not step beyond its 
core strengths to consider opportunities that are outside 
its capabilities. 

can be visualized through the use of a strategy canvas 
where the goal is to develop a value curve that is distinct 
from the competition. 

is often done by downplaying traditional industry 
competitive factors in favor of new approaches. 

Questions for Discussion 

1. Strengths, weaknesses, opportunities, and threats: 
Which is the most important? Why? How might 
your response change if you were the CEO of a 
corporation? What if you were a customer of the 
firm? An employee? A supplier? 

2. Support or contradict this statement: “Given the 
realities of today’s economy and the rapid changes 
occurring in business technology, all competitive 
advantages are short-lived. There is no such thing 

Exercises 

1. Perform a SWOT analysis using yourself as the 
product. Be candid about your resources and the 
strengths and weaknesses you possess. Based on 
the opportunities and threats you see in the envi¬ 
ronment, where do you stand in terms of your abil¬ 
ity to attend graduate school, get a job, begin a 
career, or change careers? 

2. Choose two companies from the same industry: 
one that is quite successful and one that is strug¬ 
gling. For each company, list every strength and 
weakness you believe it possesses (both the com- 


is an important stage of the planning process because it 
lays the groundwork for the development of marketing 
goals and objectives and connects the outcomes of the 
SWOT analysis to the remainder of the marketing plan. 

Marketing goals: 

are broad, desired accomplishments that are stated in 
general terms. 

indicate the direction the firm attempts to move in, as 
well as the set of priorities it will use in evaluating 
alternatives and making decisions. 

should be attainable, realistic, internally consistent, and 
comprehensive and help to clarify the roles of all parties 
in the organization. 

should involve some degree of intangibility. 

Marketing objectives: 

provide specific and quantitative benchmarks that can be 
used to gauge progress toward the achievement of the 
marketing goals. 

should be attainable with a reasonable degree of effort, 
may be either continuous or discontinuous, depending on 
the degree to which they depart from present objectives, 
should specify the time frame for their completion, 
should be assigned to specific areas, departments, or 
individuals who have the responsibility to accomplish them. 


as a sustainable competitive advantage that lasts 
over the long term.” Defend your position. 

3. Is it possible for an organization to be successful 
despite having a value curve that is not distinct 
from the competition? In other words, can an orga¬ 
nization be successful by selling a me-too product 
(a product that offers no compelling differences 
when compared to the competition)? Explain. 


pany and its products). Compare your answers 
with those of your colleagues. What could these 
companies learn from your analysis? 

3. Using the same companies from question #2, draw 
a strategy canvas that depicts the value curve of 
both firms, as well as the “average” firm in the 
industry (i.e., draw three value curves). What does 
the successful firm offer that the struggling firm 
does not offer? What might a firm do to break 
away from the industry’s traditional competitive 
factors? 
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CHAPTER 

Customers, 

Segmentation, and 
Target Marketing 

Introduction 

In this chapter, we begin our discussion of marketing strategy by examining 
customers, segments, and target markets. In Chapter 1, we referred to a 
market as a collection of buyers and sellers. Now, we focus our attention on 
the buyers who collectively make up the major portion of most markets. From 
this perspective, we concern ourselves with markets as individuals, institutions, 
or groups of individuals or institutions that have similar needs that can be met 
by a particular product offering. As we shall see, firms can attempt to reach all 
buyers in a market, smaller groups or segments of the market, or even specific 
buyers on an individual level. Whether the firm aims for the entire market or 
smaller market segments, the goal of marketing strategy is to identify specific 
customer needs, then design a marketing program that can satisfy those needs. 
To do this effectively, the firm must have a comprehensive understanding of its 
current and potential customers, including their motivations, behaviors, needs, 
and wants. 

The ability to determine in-depth information about customers is a fairly 
recent phenomenon in marketing. Fifty years ago, for example, technology and 
marketing know-how were less sophisticated. Marketers of the day were unable 
to fully understand customers’ needs and wants, much less make fine distinctions 
among smaller segments of the total market. Marketers tended to offer products 
that came in only one variety, flavor, or style. Today, market segmentation is 
critical to the success of most firms. Segmentation allows marketers to more 
precisely define and understand customer needs, and gives them the ability to 
tailor products to better suit those needs. As discussed in Beyond the Pages 5.1, 
the level of detailed information available about customers today has changed the 
way firms do business. However, the use of such information raises concerns about 
consumer privacy. Still, without segmentation we would not enjoy the incredible 
variety of products available today. Consider the number of choices we have in 
categories such as soft drinks, cereals, packaged goods, automobiles, and clothing. 
In many respects, segmentation has improved our standard of living. Customers 
now expect firms to delve into their needs and wants, and to tailor products 
accordingly. This fact makes market segmentation a vital part of marketing 
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Beyond the Pages 5.1 

Data Mining Allows Companies to Know Our Secrets 1 


Consider a world where what you eat, read, wear, 
listen to, watch, buy, and do can be reduced to a 
mathematical formula. Every move you make is 
tracked with such a level of specificity that your entire 
life can be captured in a computer model. Sound far¬ 
fetched? It's not. Today, the combination of computer 
science, mathematics, and business is changing our 
view of consumers and their behavior. The ability to 
track consumer behavior has never been more 
advanced than it is today. The new insights gained 
from the mathematical modeling of consumer behav¬ 
ior is creating new avenues for business, allowing 
marketers to develop one-to-one relationships with 
consumers, and causing a fair amount of anxiety. It 
is also causing a sharp increase in the hiring of math 
graduates from our nation's universities. 

None of this is really new. Through advanced 
math, computer modeling, and data mining, busi¬ 
nesses have been able to track consumer attitudes 
and behaviors for some time. The difference today is 
the unprecedented access to data made available via 
the Internet and other technologies. Over the past ten 
years, a sizable portion of the consuming public has 
moved its work, play, conversation, and shopping 
online. These integrated networks collect vast 
amounts of data and store our lives in databases 
that can be connected in ways that allow us to capture 
a more complete picture of consumer behavior. For 
example, researchers at companies like Facebook, 
Yahoo!, Google, and Amazon are developing mathe¬ 
matical models of customers. These firms are also 
working with other companies and government agen¬ 
cies to develop models that can predict voting behav¬ 
ior, how patients respond to disease intervention, or 
which employee is best suited for a job assignment. 
For example. Target's data mining expertise raised a 
few eyebrows when the New York Times uncovered 
that the retailer was able to tell when a customer 
was pregnant or about to deliver. Target's statisti¬ 
cians are able to tie millions of purchases together to 


reveal patterns in their data. One of their insights: 
When women become pregnant, they buy a lot of 
supplements such as calcium, magnesium, and zinc. 
When their delivery date is close, pregnant women 
tend to buy a lot of scent-free products, large bags 
of cotton balls, hand sanitizer, and washcloths. Target 
uses this information to target ads and coupons to the 
right consumers. Data mining results like these are 
one of the reasons for Target's incredible growth 
from $44 billion in revenue in 2002 to roughly $70 
billion in 2011. 

Retailers are not the only companies that use data 
mining. The advertising and media industries are 
perhaps the most affected by this shift. As mass audi¬ 
ence advertising has declined, marketers have been 
looking for ways to target customers more directly. 
Google is a pioneer in this effort because the com¬ 
pany has amassed an unfathomable about of data 
on what customers do online. Other companies now 
provide data mining solutions. In research conducted 
with SPSS, for example, Italian carmaker Fiat was 
able to improve customer relations and increase 
customer retention by 6 to 7 percent. Microsoft uses 
its own analytical techniques to study the productivity 
of its workforce. Furthermore, Harrah's Entertainment 
(a major player in the casino industry) has increased 
their annual growth rate by using computer models 
to predict which customers will respond to the com¬ 
pany's targeted advertising and promotional offers. 

Of course, all of this sophistication comes at a 
price. The ability of companies to track customers 
and model their behavior raises a number of privacy 
concerns. Most companies take great pains to protect 
individual consumer identities and their private infor¬ 
mation. Flowever, the continuing erosion of consumer 
privacy is likely to continue. A key question for mar¬ 
keters is at what point will consumers say enough is 
enough? Flow far can firms push the boundaries of 
data collection and analysis before consumers 
mount a backlash? 


strategy. Until a firm has chosen and analyzed a target market, it cannot make 
effective decisions regarding other elements of the marketing strategy. 

In this chapter, we examine issues associated with buyer behavior in both 
consumer and business markets. We also discuss traditional and individualized 
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approaches to market segmentation, the criteria for successful market segmentation, 
and specific target marketing strategies. The potential combinations of target 
markets and marketing programs are essentially limitless. Choosing the right target 
market from among many possible alternatives is one of the key tests in developing 
a good marketing strategy. 

Buyer Behavior in Consumer Markets 

Trying to understand the buyer behavior of consumers is a very trying and challenging 
task. The behavior of consumers is often irrational and unpredictable. Consumers often 
say one thing but do another. Still, the effort spent trying to understand consumers is 
valuable because it can provide needed insight on how to design products and marketing 
programs that better meet consumer needs and wants. One of the most recent trends in 
learning about customers is the rising use of ethnography, a qualitative research tech¬ 
nique designed to understand cultural phenomena such as communication, shared 
meanings, and personal interests. Computer maker Lenovo, for example, has used ethno¬ 
graphic research to learn more about how families in India use consumer electronics. 
One interesting finding is that the family social center in Indian homes is the parents’ 
bedroom. The kitchen serves the same social function in American homes. Lenovo uses 
this type of information to develop consumer electronics that better fit differing family 
lifestyles in India and the U.S. With the continuing growth of the Internet, marketers 
have been scouring social sites such as Facebook, Twitter, and MySpace to gain cultural 
insights about consumers. One of the most useful of these sites is Pinterest, where people 
can “pin” anything that interests them. Pinterest’s phenomenal growth (daily site visits 
grew 145 percent during the first half of 2012) and its open nature make it a treasure 
trove of information about American culture. 2 

In this section, we look key issues with respect to buyer behavior in consumer 
markets. Here, we examine the consumer buying process and the factors that alter the 
ways consumers buy goods and services. As we will see, successful marketing strategy 
depends on a clear understanding of customers with respect to who they are, what they 
need, what they prefer, and why they buy. Although this understanding clearly has rele¬ 
vance for designing the product offering, it also impacts the pricing, distribution, and 
promotion decisions in the marketing program. 

The Consumer Buying Process 

The consumer buying process shown in Exhibit 5.1 depicts five stages of activities 
that consumers may go through in buying goods and services. The process begins with 
the recognition of a need, and then passes through the stages of information search, 
evaluation of alternatives, purchase decision, and postpurchase evaluation. A marketer’s 
interest in the buying process can go well beyond these stages to include actual con¬ 
sumption behaviors, product uses, and product disposal after consumption. As we con¬ 
sider each stage of the buying process, it is important to keep a few key issues in mind. 

First, the buying process depicts the possible range of activities that may occur in 
making purchase decisions. Consumers, however, do not always follow these stages in 
sequence and may even skip stages en route to making a purchase. For example, impulse 
purchases, such as buying a pack of chewing gum or a newspaper, do not involve lengthy 
search or evaluation activities. On the other hand, complex purchases like buying a home 
are often quite lengthy as they incorporate every stage of the buying process. Likewise, 
consumers who are loyal to a product or brand will skip some stages and are most likely 
to simply purchase the same product they bought last time. Consequently, marketers 
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EXH The Consumer Buying Process 


Stages 


Key Issues 


Need Recognition 


Information Search 


Evaluation of Alternatives 


Purchase Decision 


Postpurchase Evaluation 


• Consumer needs and wants are not the same. 

• An understanding of consumer wants is essential for market segmentation and the 
development of the marketing program. 

• Marketers must create the appropriate stimuli to foster need recognition. 

• Consumers trust internal and personal sources of information more than external sources. 

• The amount of time, effort, and expense dedicated to the search for information depends 
on (1) the degree of risk involved in the purchase, (2) the amount of experience the 
consumer has with the product category, and (3) the actual cost of the search in terms 
of time and money. 

• Consumers narrow their potential choices to an evoked set of suitable alternatives that 
may meet their needs. 

• Consumers translate their needs into wants for specific products or brands. 

• Consumers evaluate products as bundles of attributes that have varying abilities to satisfy 
their needs. 

• Marketers must ensure that their product is in the evoked set of potential alternatives. 

• Marketers must take steps to understand consumers’ choice criteria and the importance 
they place on specific product attributes. 

• A consumer’s purchase intention and the actual act of buying are distinct concepts. 
Several factors may prevent the actual purchase from taking place. 

• Marketers must ensure that their product is available and offer solutions that increase 
possession utility. 

• Postpurchase evaluation is the connection between the buying process and the 
development of long-term customer relationships. 

• Marketers must closely follow consumers’ responses (delight, satisfaction, dissatisfaction, 
cognitive dissonance) to monitor the product’s performance and its ability to meet 
customers’ expectations. 


have a difficult time promoting brand switching because they must convince these 
customers to break tradition and take a look at what different products have to offer. 

Second, the buying process often involves a parallel sequence of activities associated 
with finding the most suitable merchant of the product in question. That is, while con¬ 
sumers consider which product to buy, they also consider where they might buy it. In 
the case of name brand products, this selection process may focus on the product’s 
price and availability at different stores or online merchants. A specific model of Sony 
television, for example, is often available from many different retailers and may even be 
available at Sony’s website ( -- uystyle.coi ). Conversely, in the case of private-label 
merchandise, the choices of product and merchant are made simultaneously. If a 
customer is interested only in Gap brand clothing, then that customer must purchase 
the clothing from a Gap store or the Gap website. 

Third, the choice of a suitable merchant may actually take precedence over the choice 
of a specific product. In some cases, customers are so loyal to a particular merchant that 
they will not consider looking elsewhere. For example, many older consumers are fiercely 
loyal to American car manufacturers. These customers will limit their product selection 
to a single brand or dealership, greatly limiting their range of potential product choices. 
In other cases, customers might be loyal to a particular merchant because they hold that 
merchant’s credit card or are a member of its frequent customer program. Finally, some 
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When consumers purchase products like candy or gum on impulse, they rarely go through each stage of 
the buying process. 


merchants become so well known for certain products that customers just naturally 
execute their buying process with that merchant. Sears, for example, is well known for its 
selection of name-brand appliances and tools. For many customers, Sears is the natural 
place to go when they are in the market for a new refrigerator, washer, or wrenches. 

Need Recognition The buying process begins when consumers recognize that they 
have an unmet need. This occurs when consumers realize that there is a discrepancy 
between their existing level of satisfaction and their desired level of satisfaction. Consu¬ 
mers can recognize needs in a variety of settings and situations. Some needs have their 
basis in internal stimuli, such as hunger, thirst, and fatigue. Other needs have their basis 
in external stimuli, such as advertising, window shopping, interacting with salespeople, 
or talking with friends and family. External stimuli can also arouse internal responses, 
such as the hunger you might feel when watching an advertisement for Pizza Hut. 

Typically, we think of needs as necessities, particularly with respect to the necessities 
of life (food, water, clothing, safety, shelter, health, or love). However, this definition is 
limited because everyone has a different perspective on what constitutes a need. For 
example, many people would argue that they need a car when their real need is for trans¬ 
portation. Their need for a car is really a “want” for a car. This is where we draw the 
distinction between needs and wants. A need occurs when an individual’s current level 
of satisfaction does not equal their desired level of satisfaction. A want is a consumer’s 
desire for a specific product that will satisfy the need. Hence, people need transportation, 
but they choose to fulfill that need with a car, rather than with alternative products like 
motorcycles, bicycles, public transportation, a taxi, or a horse. 

The distinction between needs and wants is not simply academic. In any marketing 
effort, the firm must always understand the basic needs fulfilled by their products. For 
example, people do not need drills; they need to make holes or drive screws. Similarly, 
they do not need lawnmowers; they need shorter, well-manicured grass. Understanding 
these basic needs allows the firm to segment markets and create marketing programs 
that can translate consumer needs into wants for their specific products. An important 
part of this effort involves creating the appropriate stimuli that will foster need recogni¬ 
tion among consumers. The idea is to build on the basic need and convince potential 
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consumers to want your product because it will fulfill their needs better than any 
competing product. 

It is also important to understand that wants are not the same thing as demand. 
Demand occurs only when the consumer’s ability and willingness to purchase a specific 
product backs up their want for the product. Many customers want a luxury yacht, for 
example, but only a few are able and willing to buy one. In some cases, consumers may 
actually need a product, but not want it. So-called “unsought products” like life insur¬ 
ance, cemetery plots, long-term health insurance, and continuing education are good 
examples. In these cases, the marketer must first educate consumers on the need for 
the product, and then convince consumers to want their products over competing pro¬ 
ducts. For example, Allstate’s “Are You in Good Hands?” campaign specifically questions 
whether potential customers are sure about their insurance coverage. Creating the seed of 
doubt in the consumer’s mind is a good first step toward educating potential customers 
about the need for adequate insurance. 

Understanding consumers’ needs and wants is an important consideration in market 
segmentation. Some markets can be segmented on the basis of needs alone. College 
students, for example, have needs that are very different from senior citizens; and single 
consumers have very different needs than families with small children. However, the 
marketing of most products does not occur on the basis of need-fulfillment alone. 
In the automobile market, for example, essentially no manufacturer promotes their 
products as being the best to get you from Point A to Point B (the basic need of trans¬ 
portation). Rather, they market their products on the basis of consumer wants such as 
luxury (Lexus), image (Mercedes), sportiness (Jaguar), durability (Ford trucks), fuel 
economy (Honda Civic), and value (Kia). These wants are the hot buttons for consu¬ 
mers, and the keys to promoting further activity in the buying process. 

Information Search When done correctly, marketing stimuli can prompt consumers 
to become interested in a product, leading to a desire to seek out additional information. 
This desire can be passive or active. In a passive information search, the consumer 
becomes more attentive and receptive to information, such as noticing and paying 
attention to automobile advertisements if the customer has a want for a specific car 
brand. A consumer engages in an active information search when he or she purposely 
seeks additional information, such as browsing the Internet, asking friends, or visiting 
dealer showrooms. Information can come from a variety of sources. Internal sources, 
including the personal experiences and memories, are typically the first type of informa¬ 
tion that consumers search. Information can also come from personal sources, including 
word-of-mouth advice from friends, family, or coworkers. External sources of informa¬ 
tion include advertising, magazines, websites, packaging, displays, and salespeople. 
Although external sources are the most numerous, consumers typically trust these 
sources less than internal and personal sources of information. 

The amount of time, effort, and expense dedicated to the search for information 
depends on a number of issues. First, and perhaps most important, is the degree of risk 
involved in the purchase. Consumers by nature are naturally risk averse; they use their 
search for information to reduce risk and increase the odds of making the right choice. 
Risk comes in many forms, including financial risk (buying a home), social risk (buying 
the right clothing), emotional risk (selecting a wedding photographer), and personal risk 
(choosing the right surgeon). In buying a car, for example, consumers regularly turn to 
Consumer Reports magazine, friends, and government safety ratings to help reduce these 
types of risk. A second issue is the amount of expertise or experience the consumer has 
with the product category. If a first-time buyer is in the market for a notebook computer, 
they face a bewildering array of choices and brands. This buyer is likely to engage in an 
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extensive information search to reduce risk and narrow the potential set of product 
choices. The same buyer, several purchases later, will not go through the same process. 
Finally, the actual cost of the search in terms of time and money will limit the degree to 
which consumers search for information. In some situations, such as time deadlines or 
emergencies, consumers have little time to consult all sources of information at their 
disposal. 

Throughout the information search, consumers learn about different products or 
brands and begin to remove some from further consideration. They evaluate and reeval¬ 
uate their initial set of products or brands until their list of potential product choices has 
been narrowed to only a few products or brands that can meet their needs. This list 
of suitable alternatives is called the evoked set, and it represents the outcome of the 
information search and the beginning of the next stage of the buying process. 

Evaluation of Alternatives In evaluating the alternative product or brand choices 
among the members of the evoked set, the consumer essentially translates his or her 
need into a want for a specific product or brand. The evaluation of alternatives is the 
black box of consumer behavior because it is typically the hardest for marketers to 
understand, measure, or influence. What we do know about this stage of the buying 
process is that consumers base their evaluation on a number of different criteria, which 
usually equate with a number of product attributes. 

Consumers evaluate products as bundles of attributes that have varying abilities to 
satisfy their needs. In buying a car, for example, each potential choice represents a bun¬ 
dle of attributes, including brand attributes (e.g., image, reputation, reliability, safety), 
product features (e.g., power windows, automatic transmission, fuel economy), aesthetic 
attributes (e.g., styling, sportiness, roominess, color), and price. Each consumer has a 
different opinion as to the relative importance of these attributes—some put safety first, 
while others consider price the dominant factor. Another interesting feature of the 
evaluation stage is that the priority of each consumer’s choice criteria can change during 
the process. Consumers may visit a dealership with price as their dominant criterion, only 
to leave the dealership with price dropping to third on their list of important attributes. 

There are several important considerations for marketers during the evaluation stage. 
First and foremost, the firm’s products must be in the evoked set of potential alterna¬ 
tives. For this reason, marketers must constantly remind consumers of their company 
and its product offerings. Second, it is vital that marketers take steps to understand con¬ 
sumers’ choice criteria and the importance they place on specific product attributes. As 
we will see later in this chapter, understanding the connection between customers’ needs 
and product attributes is an important consideration in market segmentation and target 
marketing decisions. Finally, marketers must often design marketing programs that 
change the priority of choice criteria or change consumers’ opinions about a product’s 
image. Microsoft, for example, has moved to combat the rapid growth of the iPhone 
and Android smartphones by aggressively promoting its own Windows Phone. Their 
phone and its innovative interface have received glowing reviews from experts who tout 
its ease of use and speed. Unfortunately, the chic of the iPhone and the ubiquity of 
Android have dampened consumers’ enthusiasm for the Windows Phone. Microsoft 
will continue to fight back with a flurry of advertisements touting the reliability and 
ease of use of its phone and operating system . 3 

Purchase Decision After the consumer has evaluated each alternative in the evoked 
set, he or she forms an intention to purchase a particular product or brand. However, a 
purchase intention and the actual act of buying are distinct concepts. A consumer may 
have every intention of purchasing a new car, for example, but several factors may 
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Free delivery is one of the most common ways to increase possession utility during the purchase stage of 
the consumer buying process. 


prevent the actual purchase from taking place. The customer may postpone the purchase 
due to unforeseen circumstances, such as an illness or job loss. The salesperson or the 
sales manager may anger the consumer, leading them to walk away from the deal. The 
buyer may not be able to obtain financing for their purchase due to a mistake in their 
credit file. Or the buyer may simply change his or her mind. Marketers can often reduce 
or eliminate these problems by reducing the risk of purchase through warranties or guar¬ 
antees, making the purchase stage as easy as possible, or finding creative solutions to 
unexpected problems. 

Assuming these potential intervening factors are not a concern, the key issues for 
marketers during the purchase stage are product availability and possession utility. Prod¬ 
uct availability is critical. Without it, buyers will not purchase from you, but from some¬ 
one else who can deliver the product. The key to availability—which is closely related to 
the distribution component of the marketing program—is convenience. The goal is to 
put the product within the consumer’s reach wherever that consumer happens to be. 
This task is closely related to possession utility (i.e., ease of taking possession). To 
increase possession utility, the marketer may have to offer financing or layaway for 
large dollar purchases, delivery and installation of products like appliances or furniture, 
home delivery of convenience items like pizza or newspapers, or the proper packaging 
and prompt shipment of items through the mail. 

Postpurchase Evaluation In the context of attracting and retaining buyers, post¬ 
purchase evaluation is the connection between the buying process and the development 
of long-term customer relationships. Marketers must closely follow consumers’ responses 
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during this stage to monitor the product’s performance and its ability to meet consu¬ 
mers’ expectations. In the postpurchase stage, consumers will experience one of these 
four outcomes: 

Delight —the product’s performance greatly exceeds the consumer’s expectations 
Satisfaction —the product’s performance matches the consumer’s expectations 
Dissatisfaction —the product’s performance falls short of the consumer’s expectations 
Cognitive Dissonance (Postpurchase Doubt) —the consumer is unsure of the 
product’s performance relative to their expectations 

Consumers are more likely to experience dissatisfaction or cognitive dissonance when 
the dollar value of the purchase increases, the opportunity costs of rejected alternatives 
are high, or the purchase decision is emotionally involving. Firms can manage these 
responses by offering liberal return policies, providing extensive post-sale support, 
or reinforcing the wisdom of the consumer’s purchase decision. The firm’s ability to 
manage dissatisfaction and dissonance is not only a key to creating customer satisfaction; 
it also has a major influence on the consumer’s intentions to spread word-of-mouth 
information about the company and its products. 

Factors That Affect the Consumer Buying Process 

As we mentioned previously, the stages in the buying process depict a range of possible 
activities that may occur as consumers make purchase decisions. Consumers may spend 
relatively more or less time in certain stages, they may follow the stages in or out of 
sequence, or they may even skip stages entirely. This variation in the buying process 
occurs because consumers are different, the products that they buy are different, and 
the situations in which consumers make purchase decisions are different. There are a 
number of factors that affect the consumer buying process, including the complexity 
of the purchase and decision, individual influences, social influences, and situational 
influences. Let’s briefly examine each factor. 

Decision-Making Complexity The complexity of the purchase and decision-making 
process is the primary reason why the buying process will vary across consumers and 
with the same consumer in different situations. For example, highly complex decisions, 
like buying a first home, a first car, selecting the right college, or choosing elective 
surgery, are very involving for most consumers. These purchases are often characterized 
by high personal, social, or financial risk; strong emotional involvement; and the lack of 
experience with the product or purchase situation. In these instances, consumers will 
spend a great deal of time, effort, and even money to help ensure that they make the 
right decision. In contrast, purchase tasks that are low in complexity are relatively non¬ 
involving for most consumers. In some cases, these purchase tasks can become routine in 
nature. For example, many consumers buy groceries by selecting familiar items from the 
shelf and placing them in their carts without considering alternative products. 

For marketers, managing decision-making complexity is an important consideration. 
Marketers of highly complex products must recognize that consumers are quite risk 
averse, and need a great deal of information to help them make the right decision. In 
these situations, access to high quality and useful information should be an important 
consideration in the firm’s marketing program. Firms that sell less complex products 
do not have to provide as much information, but they do face the challenges of creating 
a brand image and ensuring that their products are easily recognizable. For these market¬ 
ers, issues like branding, packaging, advertising, and point-of-purchase displays are key 
considerations in the marketing program. 
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Individual Influences The range of individual influences that can affect the buying 
process is quite extensive. Some individual factors, such as age, life cycle, occupation, 
and socioeconomic status, are fairly easy to understand and incorporate into the market¬ 
ing strategy. For the most part, these individual factors dictate preferences for certain 
types of products or brands. Married consumers with three children will clearly have 
different needs and preferences than young, single consumers. Likewise, more affluent 
consumers will have the same basic needs as less affluent consumers; however, their 
“wants” will be quite different. These individual factors are quite useful for marketers in 
target market selection, product development, and promotional strategy. 

Other individual factors, such as perceptions, motives, interests, attitudes, opinions, or 
lifestyles, are much harder to understand because they do not clearly coincide with 
demographic characteristics like age, gender, or income levels. These individual factors 
are also very difficult to change. For that reason, many marketers adapt their products 
and promotional messages to fit existing attitudes, interests, or lifestyles. For example, 
Kia has turned to human-size rapping hamsters to market its Soul wagon. The hip-hop 
inspired ads are targeted at a younger, non-conformist demographic that loves music 
and social activities. 4 

Social Influences Like individual influences, there is a wide range of social influences 
that can affect the buying process. Social influences such as culture, subculture, social 
class, reference groups, and family have a profound impact on what, why, and how con¬ 
sumers buy. Among these social influences, none is more important than the family. 
From birth, individuals become socialized with respect to the knowledge and skills 
needed to be an effective consumer. As adults, consumers typically exhibit the brand 
and product preferences of their parents. The influence of children on the buying process 
has grown tremendously over the last 50 years. 

Reference groups and opinion leaders also have an important impact on consumers’ 
buying processes. Reference groups act as a point of comparison and source of product 
information. A consumer’s purchase decisions tend to fall in line with the advice, beliefs, 
and actions of one or more reference groups. Opinion leaders can be part of a reference 
group or may be specific individuals that exist outside of a reference group. When consu¬ 
mers feel like they lack personal expertise, they seek the advice of opinion leaders, 
who they view as being well informed in a particular field of knowledge. In some cases, mar¬ 
keters will seek out opinion leaders before trying to reach more mainstream consumers. 
Software manufacturers, for example, release beta (test) versions of their products to opinion 
leaders before a full-scale launch. Not only does this practice work the bugs out of the 
product, it also starts a word-of-mouth buzz about the upcoming software release. 

Situational There are a number of situational influences that can affect 

the consumer buying process. Exhibit 5.2 illustrates some of the most common situa¬ 
tional influences; many of which affect the amount of time and effort that consumers 
devote to the purchase task. For example, hungry consumers who are in a hurry often 
grab the quickest lunch they can find—even if it comes from a vending machine. This 
fact accounts for the quick success of Pret a Manger (“ready to eat” in French), a chain 
of fast-food restaurants that offers prepackaged fare focusing on fresh, all-natural, and 
organic foods. The company strives to serve customers in 60 seconds or less. 5 Further¬ 
more, consumers facing emergency situations have little time to reflect on their product 
choices and whether they will make the right decision. Consumers may also devote less 
time and effort to the buying process if they are uncomfortable. For this reason, sit-down 
restaurants should be inviting and relaxing to encourage longer visits and add-ons such 
as dessert or coffee after the meal. 
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E X H l Common Situational Influences in the Consumer Buying Process 


Situational Influences Examples 


Potential Influences on Buying Behavior 


Physical and spatial 
influences 


Social and interpersonal 
influences 


Temporal (time) 
influences 


Purchase task or 
product usage 
influences 


Retail atmospherics 
Retail crowding 
Store layout and design 

Shopping in groups 
Sales people 
Other customers 


Lack of time 
Emergencies 
Convenience 


Special occasions 
Buying for others 
Buying a gift 


Consumer dispositional Stress 
influences Anxiety 

Fear 
Fatigue 

Emotional involvement 
Good/bad mood 


A comfortable atmosphere or ambience promotes lingering, 
browsing, and buying. 

Crowded stores may cause customers to leave or buy less than 
planned. 

Consumers are more susceptible to the influences of other 
consumers when shopping in groups. 

Rude sales people can end the buying process. 

Obnoxious “other” customers may cause the consumer to leave or 
be dissatisfied. 

Consumers will pay more for products when they are in a hurry or 
face an emergency. 

Lack of time greatly reduces the search for information and the 
evaluation of alternatives. 

Consumers with ample time can seek information on many 
different product alternatives. 

Consumers may buy higher quality products for gifts or special 
occasions. 

The evoked set will differ when consumers are buying for others as 
opposed to themselves. 

Consumers suffering from stress or fatigue may not buy at all or 
they may indulge in certain products to make themselves feel better. 
Consumers who are in a bad mood are exceptionally difficult to 
please. 

An increase in fear or anxiety over a purchase may cause 
consumers to seek additional information and take great pains to 
make the right decision. 


Other situational influences can affect specific product choices. For example, if you 
have your boss over for dinner, your product choices would likely differ from those you 
make in everyday purchases of food and drink. Likewise, customers may purchase more 
expensive items for gifts, or when they shop with friends. Product choices also change 
when customers make the purchase for someone else, such as buying clothing for 
children. In fact, many parents will purposely buy less expensive clothing for their 
children if they are growing rapidly or are exceptionally active. These parents want to 
save money on clothing that will quickly wear out or become too small. 


Buyer Behavior in Business Markets 

As we shift our attention to buyer behavior in business markets, keep in mind that busi¬ 
ness markets and consumer markets have many things in common. Both contain buyers 
and sellers who seek to make good purchases and satisfy their personal or organizational 
objectives. Both markets use similar buying processes that include stages associated with 
need identification, information search, and product evaluation. Finally, both processes 
focus on customer satisfaction as the desired outcome. However, business markets differ 
from consumer markets in important ways. One of the most important differences 
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involves the consumption of the purchased products. Consumers buy products for their 
personal use or consumption. In contrast, organizational buyers purchase products for 
use in their operations. These uses can be direct, as in acquiring raw materials to 
produce finished goods; or indirect, as in buying office supplies or leasing cars for sales¬ 
people. There are four types of business markets: 

Commercial Markets. These markets buy raw materials for use in producing finished 
goods, and they buy facilitating goods and services used in the production of finished 
goods. Commercial markets include a variety of industries, such as aerospace, 
agriculture, mining, construction, transportation, communication, and utilities. 
Reseller Markets. These markets consist of channel intermediaries such as 
wholesalers, retailers, or brokers that buy finished goods from the producer market 
and resell them at a profit. As we will see in Chapter 6, channel intermediaries have 
the responsibility for creating the variety and assortment of products offered to 
consumers. Therefore, they wield a great deal of power in the supply chain. 
Government Markets. These markets include federal, state, county, city, and local 
governments. Governments buy a wide range of finished goods ranging from aircraft 
carriers to fire trucks to office equipment. However, most government purchases are 
for the services provided to citizens, such as education, fire and police protection, 
maintenance and repair of roads, and water and sewage treatment. 

Institutional Markets. These markets consist of a diverse group of non-commercial 
organizations such as churches, charities, schools, hospitals, or professional 
organizations. These organizations primarily buy finished goods that facilitate their 
ongoing operations. 


Unique Characteristics of Business Markets 

Business markets differ from consumer markets in at least four ways. These differences 
concern the nature of the decision-making unit, the role of hard and soft costs in making 
and evaluating purchase decisions, reciprocal buying relationships, and the dependence 
of the two parties on each other. As a general rule, these differences are more acute for 
firms attempting to build long-term client relationships. In business markets, buying 
needed products at the lowest possible price is not necessarily the most important 
objective. Since many business transactions are based on long-term relationships, trust, 
reliability, and overall goal attainment are often much more important than the price of 
the product. 

The Buying Center The first key difference relates to the role of the buying center — 
the group of people responsible for making purchase decisions. In consumer markets, the 
buying center is fairly straightforward: The adult head-of-household tends to make most 
major purchase decisions for the family, with input and assistance from children and 
other family members as applicable. In an organization, however, the buying center 
tends to be much more complex and difficult to identify, in part because it may include 
three distinct groups of people—economic buyers, technical buyers, and users—each of 
which may have its own agenda and unique needs that affect the buying decision. 

Any effort to build a relationship between the selling and buying organization 
must include economic buyers—those senior managers with the overall responsibility 
of achieving the buying firm’s objectives. In recent years, economic buyers have 
become increasingly influential as price has become less important in determining a 
product’s true value to the buying firm. This has made economic buyers a greater 
target for promotional activities. Technical buyers—employees with the responsibility 
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of buying products to meet needs on an ongoing basis—include purchasing agents 
and materials managers. These buyers have the responsibility of narrowing the 
number of product options and delivering buying recommendations to the economic 
buyer(s) that are within budget. Technical buyers are critical in the execution of 
purchase transactions and are also important to the day-to-day maintenance 
of long-term relationships. Users—managers and employees who have the responsi¬ 
bility of using a product purchased by the firm—comprise the last group of people 
in the buying center. The user is often not the ultimate decision maker, but 
frequently has a place in the decision process, particularly in the case of technologi¬ 
cally advanced products. For example, the head of information technology often has 
a major role in computer and IT purchase decisions. 

Hard and Soft Costs The second difference between business and consumer markets 
involves the significance of hard and soft costs. Consumers and organizations both con¬ 
sider hard costs, which include monetary price and associated purchase costs such as 
shipping and installation. Organizations, however, must also consider soft costs, such as 
downtime, opportunity costs, and human resource costs associated with the compatibil¬ 
ity of systems, in the buying decision. The purchase and implementation of a new pay¬ 
roll system, for example, will decrease productivity and increase training costs in the 
payroll department until the new system has been fully integrated. 

Reciprocity The third key difference involves the existence of reciprocal buying rela¬ 
tionships. With consumer purchases, the opportunity for buying and selling is usually a 
one-way street: The marketer sells and the consumer buys. Business marketing, however, 
is more often a two-way street, with each firm marketing products that the other firm 
buys. For example, a company may buy office supplies from another company that in 
turn buys copiers from the first firm. In fact, such arrangements can be an upfront 
condition of purchase in purely transaction-based marketing. Reciprocal buying is less 
likely to occur within long-term relationships unless it helps both parties achieve their 
respective goals. 

Mutual Dependence Finally, in business markets, the buyer and seller are more likely 
to be dependent on one another. For consumer-marketer relationships, this level of 
dependence tends to be low. If a store is out of a product, or a firm goes out of business, 
customers simply switch to another source to meet their needs. Likewise, the loss of a 
particular customer through brand switching, relocation, or death is unfortunate for a 
company, but not in itself particularly damaging. The only real exception to this norm 
is when consumers are loyal to a brand or merchant. In these cases, consumers become 
dependent on a single brand or merchant, and the firm can become dependent on the 
sales volume generated by these brand loyal consumers. 

This is not the case in business markets where sole-source or limited-source buying 
may leave an organization’s operations severely distressed when a supplier shuts down 
or cannot deliver. The same is true for the loss of a customer. The selling firm has 
invested significantly in the client relationship, often modifying products and altering 
information or other systems central to the organization. Each client relationship repre¬ 
sents a significant portion of the firm’s profit, and the loss of a single customer can take 
months or even years to replace. For example, after Rubbermaid’s relationships with 
Walmart, Lowe’s, and Home Depot soured in the mid-1990s, these retailers pulled Rub¬ 
bermaid products from their shelves and turned to Sterilite, a small Massachusetts-based 
manufacturer, to supply plastic products (storage bins, containers, etc.) for their stores. 
Along with damaging Rubbermaid’s reputation and profits, the considerable buying 
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power of Walmart, Lowe’s, and Home Depot turned Sterilite into a major competitor for 
Rubbermaid. Today, Sterilite is the world’s largest independent manufacturer of plastic 
housewares. 6 


The Business Buying Process 

Like consumers, businesses follow a buying process. However, given the complexity, risk, 
and expense of many business purchases, business buyers tend to follow these stages in 
sequence. Some buying situations can be quite routine, such as the daily or weekly pur¬ 
chase and delivery of raw materials or the purchase of office consumables like paper and 
toner cartridges. Nonetheless, business buyers often make even routine purchases from 
prequalified or single source suppliers. Consequently, virtually all business purchases 
have gone through the following stages of the buying process at one time or another: 

1. Problem Recognition. The recognition of needs can stem from a variety of internal 
and external sources, such as employees, members of the buying center, or outside 
salespeople. Business buyers often recognize needs due to special circumstances, 
such as when equipment or machinery breaks or malfunctions. 

2. Develop Product Specifications. Detailed product specifications often define business 
purchases. This occurs because new purchases must be integrated with current 
technologies and processes. Developing product specifications is typically done by 
the buying center. 

3. Vendor Identification and Qualification. Business buyers must ensure that potential 
vendors can deliver on needed product specifications, within a specified time frame, 
and in the needed quantities. Therefore, business buyers will conduct a thorough 
analysis of potential vendors to ensure they can meet their firm’s needs. The buyers 
then qualify and approve the vendors that meet their criteria to supply goods and 
services to the firm. 

4. Solicitation of Proposals or Bids. Depending on the purchase in question, the buy¬ 
ing firm may request that qualified vendors submit proposals or bids. These propo¬ 
sals or bids will detail how the vendor will meet the buying firm’s needs and fulfill 
the purchase criteria established during the second stage of the process. 

5. Vendor Selection. The buying firm will select the vendor or vendors that can best meet 
its needs. The best vendor is not necessarily the one offering the lowest price. Other 
issues such as reputation, timeliness of delivery, guarantees, or personal relationships 
with the members of the buying center are often more important. 

6. Order Processing. Often a behind-the-scenes process, order processing involves the 
details of processing the order, negotiating credit terms, setting firm delivery dates, 
and any final technical assistance needed to complete the purchase. 

7. Vendor Performance Review. The final stage of the buying process involves a review 
of the vendor’s performance. In some cases, the product may flawlessly fulfill the 
needed specifications, but the vendor’s performance is poor. In this stage, both prod¬ 
uct and vendor specifications can be reevaluated and changed if necessary. In the 
end, the result of these evaluations will affect future purchase decisions. 

Like consumer markets, there are a number of factors that can influence the business 
buying process. Environmental conditions can have a major influence on buyer behavior 
by increasing the uncertainty, complexity, and risk associated with a purchase. In situa¬ 
tions of rapid environmental change, business buyers may alter their buying plans, post¬ 
pone purchases, or even cancel purchases until things settle down. Environmental 
conditions not only affect the purchase of products; they also affect decisions regarding 
the recruitment and hiring of employees. 
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Organizational factors can also influence corporate buying decisions. These factors 
include conditions within the firm’s internal environment (resources, strategies, 
policies, objectives), as well as the condition of relationships with business or supply 
chain partners. A shift in the firm’s resources can change buying decisions, such as a 
temporary delay in purchasing until favorable credit terms can be arranged. Likewise, 
if a supplier suddenly cannot provide needed quantities of products or cannot meet a 
needed delivery schedule, the buying firm will be forced to identify and qualify new 
suppliers. Internal changes in information technology can also affect the buying 
process, such as when technicians integrate electronic procurement systems with the 
legacy systems of the firm and its vendors. Finally, interpersonal relationships and 
individual factors can affect the buying process. A common example occurs when 
members of the buying center are at odds over purchase decisions. Power struggles 
are not uncommon in business buying, and they can bring the entire process to a 
halt if not handled properly. Individual factors, such as a manager’s personal prefer¬ 
ences or prejudices, can also affect business buying decisions. The importance of 
interpersonal and individual factors depends on the specific buying situation and its 
importance to the firm’s goals and objectives. Major purchases typically create the 
most conflict among members of the buying center. 


Market Segmentation 

Understanding the processes that consumers and businesses use to make purchase 
decisions is critical to the development of long-term, mutually beneficial relationships 
with customers. It is also a necessary first step in uncovering similarities among groups 
of potential buyers that can be used in market segmentation and target marketing deci¬ 
sions. From a strategic perspective, we define market segmentation as the process of 
dividing the total market for a particular product or product category into relatively 
homogeneous segments or groups. To be effective, segmentation should create groups 
where the members within the group have similar likes, tastes, needs, wants, or prefer¬ 
ences; but where the groups themselves are dissimilar from each other. As noted in 
Beyond the Pages 5.2, the increasing diversity of the U.S. population creates a number 
of opportunities and challenges when it comes to segmenting markets. 

In reality, the most fundamental segmentation decision is really whether to segment 
at all. When a firm makes the decision to pursue the entire market, it must do so on the 
basis of universal needs that all customers possess. However, most firms opt to target one 
or more segments of the total market because they find that they can be more successful 
when they tailor products to fit unique needs or requirements. In today’s economy, 
segmentation is often mandated by customers due to their search for unique products 
and their changing uses of communication media. The end result is that customer 
segments have become even more fragmented and more difficult to reach. Many firms 
today take segmentation to the extreme by targeting small niches of a market, or even 
the smallest of market segments: individuals. 


Traditional Market Segmentation Approaches 

Many segmentation approaches are traditional in the sense that firms have used them 
successfully for decades. It is not our intention to depict these approaches as old or 
out-of-date, especially when compared to individualized segmentation strategies that we 
discuss later. In fact, many of today’s most successful firms use these tried-and-true 
approaches. Some organizations actually use more than one type of segmentation, 
depending on the brand, product, or market in question. 
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Beyond the Pages 5.2 

The Challenges and Opportunities of Population Diversity 7 


Although there are obvious differences among the 
members of our population, many people are surprised 
to learn that the U.S. is more diverse than they would 
have realized. However, we should not be surprised. 
After all, the U.S. was founded as a melting pot of 
cultures. That pot of cultural differences creates many 
challenges and opportunities in finding and serving 
target markets. Consider the following statistics: 

Today, roughly one-third of the U.S. population is a 
minority. If these consumers were a separate 
country, they would be the twelfth largest in the 
world. By 2045, approximately half of the U.S. 
population will be part of a minority group. 

Texas, California, Hawaii, New Mexico, and the 
District of Columbia now have "majority-minority" 
populations where more than 50 percent of the 
population is part of a minority group. 

Minority populations have a large middle-class with 
strong buying power. For instance, the combined 
buying power of minorities, which stands at $1.6 
trillion today, will rise to $2.1 trillion by 2015. 
Hispanics alone account for $1 trillion in buying 
power today. That number makes the U.S. Hispanic 
population the 15th largest economy in the world. 
The defining characteristics of minority markets are 
not based on skin color or language. Instead, core 
values such as family, faith, nationalism, respect for 
the elderly and community leaders, and cultural 
institutions are the dominant features that define 
minority populations. 

Minority populations have stopped trying to "fit in" 
with traditional U.S. customs. Instead, these groups 
work hard to preserve their ethnic values and 
customs. 


Distinct minority populations have little in common 

with each other, other than their emotional 

connections to their own ethnic traditions. 

Given these stark facts, it becomes clear that firms 
will have a hard time reaching a mass audience of 
U.S. consumers using a one-size-fits-all marketing 
approach. So, how can a firm reach across segments 
of society for maximum marketing effectiveness and 
efficiency? The truth is that most firms don't bother. 
Still, targeting specific minority groups has become 
more difficult. The tactics of yesterday—simple 
language translation, hiring diverse employees, or 
using photos of ethnic minorities in promotional 
images—won't work anymore. 

McDonald's is pursuing one interesting approach 
to this challenge. Although the company still does 
targeted advertising specifically to minority groups, 
McDonald's newest strategy is to take lessons from 
minority groups in its approach to targeting Cauca¬ 
sians. Ethnic trends and tastes are now being used 
to reshape McDonald's menu and advertising deci¬ 
sions. For example, the fruit combinations in the 
company's smoothies are based on the taste prefer¬ 
ences of minorities. Likewise, the "Fiesta Menu" 
offered in many Western states is now equally popu¬ 
lar with both Hispanics and Caucasians. McDonald's 
advertising has shifted as well. The company uses a 
higher percentage of minorities in its advertising 
than other restaurant chains. The results have been 
impressive. Sales have increased 1.5 percent since 
the strategy went into effect. Even more impressive 
is that McDonald's sales are growing at a time when 
the rest of the restaurant industry has been 
struggling to grow. 


Mass Ma : It seems odd to call mass marketing a segmentation approach, as it 

involves no segmentation whatsoever. Companies aim mass marketing campaigns at the 
total (whole) market for a particular product. Companies that adopt mass marketing take 
an undifferentiated approach that assumes that all customers in the market have similar 
needs and wants that can be reasonably satisfied with a single marketing program. This 
marketing program typically consists of a single product or brand (or, in the case of 
retailers, a homogeneous set of products), one price, one promotional program, and 
one distribution system. Duracell, for example, offers a collection of different battery 
sizes (D, C, A, AA, AAA, 9-volt), but they are all disposable batteries marketed to con¬ 
sumers for use in toys and small electronic devices. They also offer a line of rechargeable 
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and ultra power batteries for high power devices. Likewise, the WD-40 Company offers 
an assortment of brands—including WD-40, 3-IN-ONE Oil, Lava Soap, 2000 Flushes, 
Carpet Fresh, and X14 Cleaner—used in a variety of household tasks. 

Mass marketing works best when the needs of an entire market are relatively homo¬ 
geneous. Good examples include commodities like oil and agricultural products. In real¬ 
ity, very few products or markets are ideal for mass marketing, if for no other reason 
than companies, wanting to reach new customers, often modify their product lines. For 
most of its existence, Vaseline manufactured and offered a single product. To reach new 
customers, Vaseline modified this strategy by launching its Intensive Care line of pro¬ 
ducts and extending customers’ perception of Vaseline’s uses to various needs in the 
home, including in the garage/workshop. Furthermore, think of the many products that 
contain Arm & Hammer Baking Soda, a product that at one time was sold only as a 
baking ingredient. 

Although mass marketing is advantageous in terms of production efficiency and lower 
marketing costs, it is inherently risky. By offering a standard product to all customers, 
the organization becomes vulnerable to competitors that offer specialized products that 
better match customers’ needs. In industries where barriers to entry are low, mass 
marketing runs the risk of being seen as too generic. This situation is very inviting for 
competitors who use more targeted approaches. Mass marketing is also very risky in 
global markets, where even global brands like Coca-Cola must be adapted to match 
local tastes and customs. 

Differentiated Marketing Most firms use some form of market segmentation by: (1) 
dividing the total market into groups of customers having relatively common or homo¬ 
geneous needs, and (2) attempting to develop a marketing program that appeals to one 
or more of these groups. This approach may be necessary when customer needs are sim¬ 
ilar within a single group, but their needs differ across groups. Through well-designed 
and carefully conducted research, firms can identify the particular needs of each market 
segment to create marketing programs that best match those needs and expectations. 
Within the differentiated approach there are two options: the multisegment approach 
and the market concentration approach. 

Firms using the multisegment approach seek to attract buyers in more than one mar¬ 
ket segment by offering a variety of products that appeal to different needs. Firms using 
this option can increase their share of the market by responding to the heterogeneous 
needs of different segments. If the segments have enough buying potential, and the prod¬ 
uct is successful, the resulting sales increases can more than offset the increased costs of 
offering multiple products and marketing programs. The multisegment approach is the 
most widely used segmentation strategy in medium- to large-sized firms. It is extremely 
common in packaged goods and grocery products. Maxwell House, for example, began 
by marketing one type of coffee and one brand. Today, this division of Kraft Foods offers 
22 different brand varieties under the Maxwell House, Sanka, and Yuban labels, in 
addition to providing private label brands for retailers. A walk down the cereal aisle of 
your local supermarket offers additional examples. Firms such as Kellogg’s and Nabisco 
offer seemingly hundreds of brands of breakfast cereals targeted at specific segments, 
including children (e.g., Fruity Pebbles, Apple Jacks), health-conscious adults 
(e.g., Shredded Wheat, Total), parents looking for healthier foods for their children 
(e.g., Life, Kix), and so on. 

Firms using the market concentration approach focus on a single market segment. 
These firms often find it most efficient to seek a maximum share in one segment of the 
market. For example. Armor All markets a well-known line of automotive cleaners, pro¬ 
tectants, and polishes targeted primarily to young, driving-age males. The main 
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advantage of market concentration is specialization, as it allows the firm to focus all of 
its resources toward understanding and serving a single segment. Specialization is also 
the major disadvantage of this approach. By “putting all of its eggs in one basket,” the 
firm can be vulnerable to changes in its market segment, such as economic downturns 
and demographic shifts. Still, the market concentration approach can be highly success¬ 
ful. In the arts, where market concentration is almost universal, musical groups hone 
their talents and plan their performances to satisfy the tastes of one market segment, 
divided by genres of music such as country, rock, or jazz. 

Niche Marketin Some companies narrow the market concentration approach even 
more and focus their marketing efforts on one small, well-defined market segment or 
niche that has a unique, specific set of needs. Customers in niche markets will typically 
pay higher prices for products that match their specialized needs. One example of suc¬ 
cessful niche marketing is found in the gym industry. For example, Curves—a health 
club for women—now has 10,000 locations in 85 countries around the world. Other 
niche gyms for children and the over-55 age group are popping up around the U.S. 
The Little Gym—designed for kids ages four months through 12 years—has over 300 
locations worldwide. The goal of these gyms is to create highly customized workout 
experiences for niche markets that don’t fit the profile of a typical health club member. 8 
As the gym industry has learned, the key to successful niche marketing is to understand 
and meet the needs of target customers so completely that, despite the small size of the 
niche, the firm’s substantial share makes the segment highly profitable. An attractive 
market niche is one that has growth and profit potential, but is not so appealing that it 
attracts competitors. The firm should also possess a specialization or provide a unique 
offering that customers find highly desirable. 

Individualized Segmentation Approaches 

Due to advances in communication and Internet technology, individualized segmenta¬ 
tion approaches have emerged. These approaches are possible because organizations 
now have the ability to track customers with a high degree of specificity. By combining 
demographic data with past and current purchasing behavior, organizations can tweak 
their marketing programs in ways that allow them to precisely match customers’ needs, 
wants, and preferences. Three types of individualized segmentation approaches are 
one-to-one marketing, mass customization, and permission marketing. 

One-to-One Markets When a company creates an entirely unique product or 
marketing program for each customer in the target segment, it employs one-to-one 
marketing. This approach is common in business markets where companies design 
unique programs and/or systems for each customer. For example, providers of enterprise 
software—such as Oracle, SAP, and Business Objects—create customized solutions that 
allow firms to track customers, business processes, and results in real time. Insurance 
companies or brokers, such Britain’s Sedgwick Group, design insurance and pension 
programs to meet a corporation’s specific needs. The key to one-to-one marketing is 
personalization, where every element of the marketing program is customized to meet 
the specifics of a particular client’s situation. 

Historically, one-to-one marketing has been used less often in consumer markets, 
although Burger King was an early pioneer in this approach, with its “Have It Your 
Way” effort that continues today. One-to-one marketing is quite common in luxury and 
custom-made products, such as when a consumer buys a large sailboat, airplane, or a 
custom-built home. In such instances, the product has significant modifications made 
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to it to meet unique customer needs and preferences. Many service firms—such as 
hairstylists, lawyers, doctors, and educational institutions—also customize their market¬ 
ing programs to match individual consumer needs. One-to-one marketing has grown 
rapidly in electronic commerce where customers can be targeted very precisely. Amazon, 
for example, maintains complete profiles on customers who browse and buy from its 
site. These profiles assist Amazon with the customization of web pages in real time, 
product suggestions, and reminder e-mails sent to customers. 

Mass Customization An extension of one-to-one marketing, mass customization 
refers to providing unique products and solutions to individual customers on a mass 
scale. Along with the Internet, advances in supply chain management—including real¬ 
time inventory control—have allowed companies to customize products in ways that 
are both cost effective and practical. For example, Dell builds thousands of custom- 
ordered computers every day. Each customer gets to choose from a variety of options 
(hard drives, screen sizes, colors, etc.) to configure the computer as they want it. Dell 
gets to take advantage of scale economies because it builds thousands of the same basic 
computer for its other customers. Other firms that use mass customization include 
1-800-Flowers.com (custom flower arrangements, plants, or other gifts) and Build- 
A-Bear Workshop (custom teddy bears or other animals). 

Mass customization also occurs in business markets. Through a buying firm’s 
electronic procurement system, employees can order products ranging from office 
supplies to travel services. The system allows employees to requisition goods and 
services via a customized catalog—unique to the firm—where the buying firm has 
negotiated the products and prices. E-procurement systems like these have become 
quite popular for good reason: They allow firms to save a great deal of money—not 
only on prices but also on the costs of placing orders. Selling firms benefit as well by 
customizing their catalogs to specific buying firms, allowing them to sell more goods 
and services at a reduced cost. 

Permission marketing, although similar to one-to-one 
marketing, is different in that customers choose to become part of a firm’s market 
segment. In permission marketing, customers give companies permission to specifically 
target them in their marketing efforts. The most common tool used in permission 
marketing is the opt-in e-mail list, where customers permit a firm—or a third-party part¬ 
ner of the firm—to send periodic e-mail about goods and services that they have interest 
in purchasing. This scenario is ubiquitous in business-to-consumer e-commerce, so 
much so that many consumers fail to notice it. When customers order products online, 
they receive the option of receiving or not receiving future e-mail notifications about 
new products. In many cases, the customer must deselect a box at the end of the order 
form or they will be added to the e-mail list. 

Permission marketing has a major advantage over other individualized segmentation 
approaches: Customers who opt-in have already shown interest in the goods and services 
offered by the firm. This allows the firm to precisely target only those individuals with an 
interest in their products, thereby eliminating wasted marketing effort and expense. For 
example, many airlines have the permission of their customers to send weekly e-mail 
notices of airfare and other travel-related specials. This system is in stark contrast to tra¬ 
ditional mass media advertising where only a portion of the viewing or reading audience 
has a real interest in the company’s product. 

One-to-one marketing, mass customization, and permission marketing will become 
even more important in the future because their focus on individual customers 
makes them critical to the development and maintenance of long-term relationships. 
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The simple truth is that customers will maintain relationships with firms that best 
fulfill their needs or solve their problems. Unfortunately, individualized segmentation 
approaches can be prohibitively expensive. To make these approaches viable, firms 
must be mindful of two important issues. First, the delivery of the marketing pro¬ 
gram must be automated to a degree that makes it cost efficient. The Internet 
makes this possible by allowing for individual customization in real time. Second, 
the marketing program must not become so automated that the offering lacks 
personalization. Today, personalization means much more than simply calling custo¬ 
mers by name. We use the term to describe the idea of giving customers choices— 
not only in terms of product configuration, but also in terms of the entire marketing 
program. Firms like Dell and Amazon offer a great deal of personalization by effec¬ 
tively mining their customer databases. Customers can choose payment terms, ship¬ 
ping terms, delivery locations, gift-wrapping, and whether to opt-in to future e-mail 
promotions. Also, by monitoring click stream data in real time, the best e-commerce 
firms can offer product suggestions on the fly—while customers visit their sites. This 
sort of customized point-of-sale information not only increases sales; it also better 
fulfills customers’ needs and increases the likelihood of establishing long-term 
customer relationships. 


Criteria for Successful Segmentation 

It is important to remember that not all segmentation approaches or their resulting 
market segments are viable in a marketing sense. For example, it makes little sense to 
segment the soft drink market based on eye color or shoe size, as these characteristics 
have nothing to do with the purchase of soft drinks. Although markets can be segmented 
in limitless ways, the segmentation approach must make sense in terms of at least five 
related criteria: 

Identifiable and Measurable. The characteristics of the segment’s members must be 
easily identifiable. This allows the firm to measure identifying characteristics, 
including the segment’s size and purchasing power. 

Substantial. The segment must be large and profitable enough to make it worthwhile 
for the firm. The profit potential must be greater than the costs involved in creating a 
marketing program specifically for the segment. 

Accessible. The segment must be accessible in terms of communication (advertising, 
mail, telephone, etc.) and distribution (channels, merchants, retail outlets, etc.). 
Responsive. The segment must respond to the firm’s marketing efforts, including 
changes to the marketing program over time. The segment must also respond 
differently than other segments. 

Viable and Sustainable. The segment must meet the basic criteria for exchange, 
including being ready, willing, and able to conduct business with the firm. The 
segment must also be sustainable over time to allow the firm to effectively develop a 
marketing strategy for serving the needs of the segment. 

It is possible for a market segment to meet these criteria, yet still not be viable in a 
business sense. Markets for many illegal products, such as illicit drugs or pornography, 
can easily meet these criteria. However, ethical and socially responsible firms would not 
pursue these markets. Other markets, like gaming or gambling, may be legal in some 
geographical areas, but are often not in the best interests of the firm. More commonly, 
firms will identify perfectly viable market segments; however, these segments will rest 
outside of the firm’s expertise or mission. Just because a market segment is viable or 
highly profitable does not mean the firm should pursue it. 
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Beyond the Pages 5.3 

Shifting Strategies in the Cereal Market 9 


Cereal has long been thought of as a healthy breakfast. 
Yet in terms of sugar, parents might as well feed their 
children a cookie to start their day. Some sugary cereals 
are as much as 50 percent sugar. Kellogg's Honey 
Smacks, for example contains 15 grams of sugar per 
serving, which is 3 grams more than in a glazed donut. 
In spite of their poor nutritional profiles, it is often the 
sweetest cereals that are targeted toward children. In 
response, many upset parents have filed lawsuits 
against cereal companies. In order to deal with the back¬ 
lash and to gain a competitive advantage, companies 
like Kellogg's have worked to reformulate and reposi¬ 
tion their cereals as healthy breakfast choices. 

Cereal companies began specifically marketing to 
children in the 1950s, the same decade in which sugar 
became a common additive in cereal. As one might 
imagine, kids gravitated toward these sugary sweets. 
Cereal companies also introduced cartoon characters 
to get kids interested in their brands. Tony the Tiger 
and Trix the Rabbit became beloved child icons. Com¬ 
panies also began placing free toys into cereal boxes. 
These marketing ploys worked; children craved these 
fun cereals, making sugary cereals a popular item on 
the breakfast table for decades. 

In a string of lawsuits filed over the past twenty 
years, consumers have argued that cereal companies, 
such as Kellogg's and General Mills, engage in de¬ 
ceptive advertising regarding nutritional information 
and in making exaggerated claims about physical 
strength, happiness, or even magical powers. Today, 


cereal companies have reworked their advertising 
and most have stopped co-branding their products 
with well-known cartoon characters. Other lawsuits 
have focused on nutritional content or labeling, such 
as a suit filed against Kellogg's Froot Loops by a 
woman who was upset that the cereal did not actually 
contain fruit. 

In response to these concerns, Kellogg's has taken 
a proactive stance to shift its marketing strategy. The 
company stopped advertising cereals that do not 
meet the Institute of Medicine and World Health Orga¬ 
nization's health guidelines for cereal. No longer will 
you find a Kellogg's cereal advertised if it contains 
over 12 grams of sugar or 200 calories per serving. 
The company also created guidelines advising consu¬ 
mers to eat sugary cereals in moderation. Addition¬ 
ally, cereals like Special K and the Kashi brand have 
become popular, although these cereals will never 
hold the same cache with children as Lucky Charms 
or Fruity Pebbles. Many major cereal companies are 
going further to respond to criticism by listing health 
benefits prominently on cereal labels. Even sugary 
cereals are trying to appeal to the health-conscious 
customer with claims that they contain essential 
vitamins and minerals. A few brands, such as Frosted 
Flakes, have even introduced reduced sugar versions. 
As long as consumers remain concerned, however, 
cereal companies must continue to shift their market¬ 
ing to keep up with the public's changing health 
preferences. 


Identifying Market Segments 

A firm’s segmentation strategy and its choice of one or more target markets depend on 
its ability to identify the characteristics of buyers within those markets. This involves 
selecting the most relevant variables to identify and define the target market or markets. 
Many of these variables, including demographics, lifestyles, product-usage, or firm size, 
derive from the situation analysis section of the marketing plan. However, a new or 
revised marketing strategy often requires changes in target market definition to correct 
problems in the previous marketing strategy. Target markets also shift in response to 
required changes in specific elements of the marketing program; such as reducing price 
to enhance value, increasing price to connote higher quality, adding a new product 
feature to make the benefits more meaningful, or selling through retail stores instead of 
direct distribution to add the convenience of immediate availability. In short, the target 
market and the marketing program are interdependent, and changes in one typically 
require changes in the other. Beyond the Pages 5.3 outlines how major cereal companies 
have addressed changing customers’ demands in the cereal market. 
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Segmenting Consumer Markets 

The goal in segmenting consumer markets is to isolate individual characteristics that 
distinguish one or more segments from the total market. The key is to segment the 
total market into groups with relatively homogeneous needs. As you may recall from 
our earlier discussion, consumers buy products because the benefits they provide can 
fulfill specific needs or wants. The difficulty in segmenting consumer markets lies in 
isolating one or more characteristics that closely align with these needs and wants. For 
example, marketers of soft drinks do not necessarily concern themselves with the age or 
gender of their customers, but rather in how age and gender relate to customers’ needs, 
attitudes, preferences, and lifestyles. 

In the discussion that follows, we look more closely at segmentation in consumer 
markets by examining the different factors that can be used to divide these markets 
into homogeneous groupings. As Exhibit 5.3 illustrates, these factors fall into one of 
four general categories: behavioral segmentation, demographic segmentation, psycho¬ 
graphic segmentation, and geographic segmentation. 

Behavioral Segmentation Behavioral segmentation is the most powerful approach 
because it uses actual consumer behavior or product usage to make distinctions 
among market segments. Typically, these distinctions are tied to the reasons that 
customers buy and use products. Consequently, behavioral segmentation, unlike 
other types of consumer segmentation, is most closely associated with consumers’ 
needs. A common use of behavioral segmentation is to group consumers based on 
their extent of product usage—heavy, medium, and light users. Heavy users are a 
firm’s bread-and-butter customers and they should always be served well. Marketers 
often use strategies to increase product usage among light users, as well as non-users 
of the product or brand. One of the best uses of behavioral segmentation is to create 
market segments based on specific consumer benefits. Exhibit 5.4 illustrates how 
benefit segmentation might be applied in the snack food market. Once different 
benefit segments have been identified, marketers can conduct research to develop 
profiles of the consumers in each segment. 

Behavioral segmentation is a powerful tool; however, it is also quite difficult to 
execute in practice. Conducting research to identify behavioral segments is quite 
expensive and time consuming. Also, the personal characteristics associated with 
behavioral segments are not always clear. For example, although some consumers 
buy a new car solely for transportation, most buy specific makes and models for 
other reasons. Some consumers want cars that are sporty, fun to drive, and that 
enhance their image. The problem lies in identifying the characteristics of these con¬ 
sumers. Are they older or younger, men or women, single or married, and do they 
live in urban or suburban areas? In some cases, consumer characteristics are easy to 
identify. Families purchase minivans because they want more room for their children 
and cargo. Older consumers tend to opt for comfortable and luxurious models. The 
key to successful behavioral segmentation is to clearly understand the basic needs 
and benefits sought by different consumer groups. Then this information can be 
combined with demographic, psychographic, and geographic segmentation to create 
complete consumer profiles. 


Demographic Segmentation Demographic segmentation divides markets into 
segments using demographic factors such as gender (e.g., Secret deodorant for women), 
age (e.g., Abercrombie & Fitch clothing for teens and young adults), income (e.g., Lexus 
automobiles for wealthy consumers), and education (e.g., online executive MBA 
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EXHIBIT 5.3 Common Segmentation Variables Used in Consumer Markets 


Category 

Behavioral Segmentation 


Demographic Segmentation 


Psychographic Segmentation 


Geographic Segmentation 


Variables 
Benefits sought 

Product usage 

Occasions or 

situations 

Price sensitivity 

Age 

Gender 

Income 

Occupation 

Education 
Family life cycle 

Generation 

Ethnicity 

Religion 

Nationality 

Social class 

Personality 

Lifestyle 


Examples 

Quality, value, taste, image enhancement, beauty, sportiness, speed, 
excitement, entertainment, nutrition, convenience 
Heavy, medium, and light users; nonusers; former users; first-time 
users 

Emergencies, celebrations, birthdays, anniversaries, weddings, births, 
funerals, graduation 

Price sensitive, value conscious, status conscious (not price sensitive) 
Newborns, 0-5, 6-12, 13-17, 18-25, 26-34, 35-49, 50-64, 65+ 

Male, female 

Under $15,000, $15,000-$30,000, $30,000-$50,000, $50,000-$75,000, 
$75,000-$100,000, over $100,000 

Blue collar, white collar, technical, professional, managers, laborers, 
retired, homemakers, unemployed 

High school graduate, some college, college graduate, graduate degree 
Single, married no children, married with young children, married 
with teenage children, married with grown children, divorced, 
widowed 

Generation Y, Generation X, baby boomers, seniors 

Caucasian, African American, Hispanic, Asian 

Protestant, Catholic, Muslim, Hindu 

American, European, Japanese, Australian, Korean 

Upper class, middle class, lower class, working class, poverty level 

Outgoing, shy, compulsive, individualistic, materialistic, civic minded, 

anxious, controlled, venturesome 

Outdoor enthusiast, sports-minded, homebody, couch potato, family- 
centered, workaholic 


Motives Safety, status, relaxation, convenience 

Regional Northeast, Southeast, Midwest, New England, Southern France, 

South Africa 

City/county size Under 50,000; 50,000-100,000; 100,000-250,000; 250,000-500,000; 

500,000-1,000,000, over 1,000,000 
Population Urban, suburban, rural 

density 


programs for busy professionals). Demographic segmentation tends to be the most 
widely used basis for segmenting consumer markets because demographic information 
is widely available and relatively easy to measure. In fact, much of this information is 
easily obtainable during the situation analysis through secondary sources. 

Some demographic characteristics are often associated with true differences in needs 
that can be used to segment markets. In these cases, the connection between demo¬ 
graphics, needs, and desired product benefits can make demographic segmentation 
quite easy. For example, men and women have clearly different needs with respect to 
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EXHIBIT 5.4 Benefit Segmentation of the Snack Food Market 



Nutritional 

Weight 

Guilty 

Party 

Indiscriminant 

Economical 


Snackers 

Watchers 

Snackers 

Snackers 

Snackers 

Snackers 

Benefits 

Nutritious, 

Low calorie, 

Low calorie. 

Can be served to 

Good tasting, 

Low price, 

Sought 

all-natural 

ingredients 

quick energy 

good tasting 

guests, goes well 
with beverages 

satisfies hunger 
cravings 

best value 

Types of 

Fruits, 

Yogurt, 

Yogurt, cookies. 

Potato chips. 

Candy, ice 

No specific 

Snacks Eaten 

vegetables, 

cheeses 

vegetables 

crackers, candy 

nuts, crackers, 
pretzels 

cream, cookies, 
potato chips, 
pretzels, 
popcorn 

products 

Snack 

Consumption 

Level 

Light 

Light 

Heavy 

Average 

Heavy 

Average 

Percentage 
of Snackers 

23% 

15% 

10% 

16% 

16% 

19% 

Demographic 

Characteristics 

Better educated, 
have young 
children 

Younger, single 

Less educated, 
lower incomes 

Middle aged, 
suburban 

Teens 

Better 
educated, 
larger families 

Psychographic 

Self-assured, 

Outdoorsy, 

Anxious, 

Sociable, 

Hedonistic, 

Self-assured, 

Characteristics 

controlled 

influential, 

venturesome 

isolated 

outgoing 

time deprived 

price sensitive 


Source: Adapted from Charles W. Lamb, Jr., Joseph F. Hair, Jr., and Carl McDaniel, Marketing 7th ed. (Mason, OH: South-Western, 2004), p. 224. 


clothing and healthcare. Large families with children have a greater need for life insur¬ 
ance, laundry detergent, and food. Children prefer sweeter-tasting food and beverages 
than do adults. Unfortunately, demographic segmentation becomes less useful when the 
firm has a strong interest in understanding the motives or values that drive buying behav¬ 
ior. Often, the motives and values that drive actual purchases do not necessarily have any¬ 
thing to do with demographics. For example, how would you describe the demographic 
characteristics of a price sensitive, value-conscious consumer? Before you answer, remem¬ 
ber that Walmart customers come from all walks of life. Likewise, how would you describe 
the demographics of an adventuresome, outdoor-oriented consumer? When Honda first 
introduced its Element utility vehicle, the company targeted adventuresome, high school 
and college-aged consumers. To its surprise, Honda quickly discovered that the Element 
was just as popular with 30- and 40-somethings who used it to haul kids and groceries. 
The problem in understanding consumer motives and values is that these variables depend 
more on what consumers think and feel rather than whom they are. Delving into con¬ 
sumer thoughts and feelings is the subject of psychographic segmentation. 

Psychographic Segmentatioi Psychographic segmentation deals with state-of-mind 
issues such as motives, attitudes, opinions, values, lifestyles, interests, and personality. These 
issues are more difficult to measure, and often require primary marketing research to prop¬ 
erly determine the makeup and size of various market segments. Once the firm identifies one 
or more psychographic segments, they can be combined with demographic, geographic, or 
behavioral segmentation to create fully developed consumer profiles. 

One of the most successful and well-known tools of psychographic segmentation is 
VALS, developed by Strategic Business Insights. 10 VALS, which stands for “values and 
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lifestyles,” divides adult U.S. consumers into one of eight profiles based on their level 
of resources and one of three primary consumption motives: ideals (knowledge and 
principles), achievement (demonstrating success to others), or self-expression (social or 
physical activity, variety, and risk taking). Exhibit 5.5 describes the eight VALS profiles. 
Many companies use VALS in a variety of marketing activities including new product 
development, product positioning, brand development, promotional strategy, and media 
placement. There is also a geographic version of VALS, called GeoVALS, which links 
each consumer profile with geographic information such as ZIP codes. This tool is 
quite useful in direct marketing campaigns and retail site selection. 


5.5 VALS Consumer Profiles 


Innovators 

These consumers have abundant resources and high self-esteem. Innovators are successful, sophisticated 
consumers who have a taste for upscale, innovative, and specialized goods and services. Innovators are 
concerned about image as an expression of self, but not as an expression of status or power. 

Example products: fine wines, upscale home furnishings, lawn maintenance services, recent technology, 
luxury automobiles 

Thinkers 

Thinkers are well-educated consumers who value order, knowledge, and responsibility. These consumers 
like to be as well informed about the products they buy as they are about world and national events. 
Although Thinkers have resources that give them many choices or options, they tend to be conservative 
consumers who look for practicality, durability, functionality, and value. 

Example products: news and information services, low-emission vehicles, conservative homes and home 
furnishings 

Achievers 

The lifestyle of an Achiever is focused and structured around family, a place of worship, and career. 
Achievers are conventional, conservative, and respect authority and the status quo. These individuals are 
very active consumers who desire established, prestigious products and services that demonstrate their 
success. Achievers lead busy lives; hence, they value products that can save them time and effort. 

Example products: SUVs, family vacations, products that promote career enhancement, online shopping, 
swimming pools 

Experiencers 

Experiencers are young, enthusiastic, and impulsive consumers who are motivated by self-expression. These 
consumers emphasize variety, excitement, the offbeat, and the risky. Experiencers enjoy looking good and 
buying “cool” products. 

Example products: fashion, entertainment, sports/exercise, outdoor recreation and social activities 

Believers 

Believers are conservative, conventional consumers who hold steadfast beliefs based on traditional values 
related to family, religion, community, and patriotism. These consumers are predictable in that they follow 
established routines centered on family, community, or organizational membership. Believers prefer 
familiar and well-known American brands and tend to be very loyal customers. 

Example products: membership in social, religious, or fraternal organizations; American made products; 
charitable organizations 

continued 
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Strivers 

Strivers are motivated by achievement, yet they lack the resources to meet all their desires. As a group, Stri¬ 
vers are trendy, fun loving, and concerned with the opinions and approval of others. These consumers see 
shopping as a social activity and an opportunity to demonstrate their purchasing power up to the limits 
imposed by their financial situations. Most Strivers think of themselves as having jobs rather than careers. 
Example products: stylish products, impulse items, credit cards, designer “knock-offs,” shopping as 
entertainment 

Makers 

Makers, like Experiencers, are motivated by self-expression. However, these consumers experience the 
world by engaging in many do-it-yourself activities such as repairing their own cars, building houses, or 
growing and canning their own vegetables. Makers are practical consumers who value self-sufficiency and 
have the skills to back it up. Makers are also unimpressed by material possessions, new ideas, or big busi¬ 
ness. They live traditional lives and prefer to buy basic items. 

Example products: Auto parts, home-improvement supplies, gardening supplies, sewing supplies, discount 
retailers 

Survivors 

Survivors live narrowly focused lives and have few resources with which to cope. They are primarily con¬ 
cerned with safety, security, and meeting needs rather than fulfilling wants. As a group, Survivors are cau¬ 
tious consumers who represent a fairly small market for most products. They are loyal to favorite brands, 
especially if they can buy them on sale. 

Example products: Basic necessities and staples; old, established brands 


Source: Strategic Business Insights, http://www.strategicbusinessinsights.com/vals/ustypes.shtml. 


Psychographic segmentation is useful because it transcends purely descriptive charac¬ 
teristics to help explain personal motives, attitudes, emotions, and lifestyles directly con¬ 
nected to buying behavior. For example, companies such as Michelin and State Farm 
appeal to consumers motivated by issues such as safety, security, and protection when 
buying tires or insurance. Other firms, such as Subaru, Kia, and Hyundai, appeal to con¬ 
sumers whose values and opinions about transportation focus more on economy than 
status. Online degree programs appeal to consumers whose active lifestyles do not allow 
them to attend classes in the traditional sense. 

Geographic Seg Geographic characteristics often play a large part in 

developing market segments. For example, firms often find that their customers are geo¬ 
graphically concentrated. Even ubiquitous products like Coca-Cola sell better in the 
southern United States than in other parts of the country. Consumer preferences for cer¬ 
tain purchases based on geography are a primary consideration in developing trade areas 
for retailers such as grocery stores, gas stations, and dry cleaners. For example, geodemo¬ 
graphic segmentation, or geoclustering, is an approach that looks at neighborhood pro¬ 
files based on demographic, geographic, and lifestyle segmentation variables. One of the 
best-known geoclustering tools is Nielsen’s PRIZM segmentation system, which classifies 
every neighborhood in the United States into one of 14 different demographic and 
behavioral clusters. The “Big Fish, Small Pond” cluster contains older, upper-class, highly 
educated professionals who enjoy success. The adults in this cluster are typically 45 to 
64 years old, empty-nesting couples with a median household income of just over 
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$87,000. They are prime targets for financial services, upscale cars, and charitable causes. 
PRIZM is useful to marketers because it allows them to focus their marketing programs 
only in areas where their products are more likely to be accepted. Not only does this 
make their marketing activities more successful, it also greatly reduces marketing 
expenditures. 11 

Segmenting Business Markets 

One of the most basic methods of segmenting business markets involves the four types 
of markets we discussed earlier in the chapter: commercial markets, reseller markets, 
government markets, and institutional markets. Marketers may focus on one or more 
of these markets, as each has different requirements. However, even within one type of 
market, marketers will discover that buying firms have unique and varying characteris¬ 
tics. In these cases, further segmentation using additional variables might be needed to 
further refine the needs and characteristics of business customers. For example, Canon 
sells a line of wide format printers aimed at CAD and architectural design users, as 
well as other segments such as fine art, photography, office, and signage. Each segment 
has different uses for wide format printing, as well as different requirements with respect 
to the types of inks used in the printers. In addition to the types of business markets, 
firms can also segment business buyers with respect to: 

Type of Organization. Different types of organizations may require different and 
specific marketing programs, such as product modifications, different distribution and 
delivery structures, or different selling strategies. A glass manufacturer, for example, 
might segment customers into several groups, such as car manufacturers, furniture 
makers, window manufacturers, or repair and maintenance contractors. 
Organizational Characteristics. The needs of business buyers often vary based on 
their size, geographic location, or product usage. Large buyers often command price 
discounts and structural relationships that are appropriate for their volume of 
purchases. Likewise, buyers in different parts of the country, as well as in different 
nations, may have varying product requirements, specifications, or distribution 
arrangements. Product usage is also important. Computer manufacturers often 
segment markets based on how their products will be used, for example, K-12 
educational institutions have different requirements for computers and software than 
do major research universities. 

Benefits Sought or Buying Processes. Organizations differ with respect to the 
benefits they seek and the buying processes they use to acquire products. Some 
business buyers seek only the lowest cost provider, while others require extensive 
product support and service. Additionally, some businesses buy using highly 
structured processes, most likely through their buying center. Others may use online 
auctions or even highly informal processes. 

Personal and Psychological Characteristics. The personal characteristics of the 
buyers themselves often play a role in segmentation decisions. Buyers will vary 
according to risk tolerance, buying influence, job responsibilities, and decision 
styles. 

Relationship Intensity. Business markets can also be segmented based on the 
strength and longevity of the relationship with the firm. Many organizations structure 
their selling organization using this approach with one person or team dedicated to 
the most critical relationships. Other members of the selling organization may be 
involved in business development strategies to seek out new customers. 

As we have seen, segmentation in business markets addresses many of the same issues 
found in consumer markets. Despite some differences and additional considerations that 
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must be addressed, the foundation remains the same. Marketers must understand the 
needs of their potential customers and how these needs differ across segments within 
the total market. 

Target Marketing Strategies 

Once the firm has completed segmenting a market, it must then evaluate each segment 
to determine its attractiveness and whether it offers opportunities that match the firm’s 
capabilities and resources. Remember that just because a market segment meets all crite¬ 
ria for viability does not mean the firm should pursue it. Attractive segments might be 
dropped for several reasons, including a lack of resources, no synergy with the firm’s 
mission, overwhelming competition in the segment, an impending technology shift, or 
ethical and legal concerns over targeting a particular segment. Based on its analysis 
of each segment, the firm’s current and anticipated situation, and a comprehensive 
SWOT analysis, a firm might consider five basic strategies for target market selection. 
Exhibit 5.6 depicts the following strategies. 12 

Single Segment Targeting. Firms use single segment targeting when their capabilities 
are intrinsically tied to the needs of a specific market segment. Many consider the 
firms using this targeting strategy to be true specialists in a particular product 
category. Good examples include New Belgium Brewing (craft beer), Porsche, and 
Ray-Ban. These and other firms using single segment targeting are successful because 
they fully understand their customers’ needs, preferences, and lifestyles. These firms 
also constantly strive to improve quality and customer satisfaction by continuously 
refining their products to meet changing customer preferences. 

Selective Targeting. Firms that have multiple capabilities in many different product 
categories use selective targeting successfully. This strategy has several advantages, 
including diversification of the firm’s risk and the ability to cherry pick only the most 
attractive market segment opportunities. Procter & Gamble uses selective targeting to 
offer customers many different products in the family care, household care, and 
personal care markets. Besides the familiar deodorants, laundry detergents, and hair 
care products, P&G also sells products in the cosmetics, snack food and beverages, 
cologne, and prescription drug markets. One of the keys to P&G’s success is that the 
company does not try to be all things for all customers. The company carefully selects 
product/market combinations where its capabilities match customers’ needs. 

Mass Market Targeting. Only the largest firms have the capability to execute mass 
market targeting, which involves the development of multiple marketing programs to 


EXHIBIT 5.6 Basic Strategies for Target Market Selection 
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serve all customer segments simultaneously. For example, Coca-Cola offers roughly 
400 branded beverages across many segments that fulfill different consumer needs in 
over 200 countries around the world. Likewise, Frito-Lay sells hundreds of different 
varieties of snack foods around the world. 

Product Specialization. Firms engage in product specialization when their expertise 
in a product category can be leveraged across many different market segments. These 
firms can adapt product specifications to match the different needs of individual 
customer groups. For example, many consider Littmann Stethoscopes, a division of 
3M, as the worldwide leader in auscultation technology. Littmann offers high 
performance electronic stethoscopes for cardiologists, specially designed stethoscopes 
for pediatric/infant use, lightweight stethoscopes for simple physical assessment, and a 
line of stethoscopes for nursing and medical students. The company also offers a line 
of veterinary stethoscopes. 13 

Market Specialization. Firms engage in market specialization when their intimate 
knowledge and expertise in one market allows them to offer customized marketing 
programs that not only deliver needed products, but also provide needed solutions to 
customers’ problems. The Follett Corporation is a prime example. Follett specializes 
in the education market and serves over 800 schools, colleges, and universities in the 
U.S. and Canada. The company’s slogan “Simplifying the delivery of education 
everywhere” is based on the firm’s goal to be the leading provider of educational 
solutions, services and products to schools, libraries, colleges, students and life-long 
learners. 14 

In addition to targeting a subset of current customers within the product/market, 
firms can also take steps to target noncustomers. As we discussed in Chapter 3, there 
are many reasons why noncustomers do not purchase a firm’s products. These reasons 
can include unique customer needs, better competing alternatives, high switching costs, 
lack of product awareness, or the existence of long-held assumptions about a product. 
For example, products associated with tooth whitening were at one time associated only 
with dentists. Consequently, consumers were hesitant to use these products due to the 
expense, effort, and anxiety involved. Oral care companies were able to break this 
tradition and reach out to noncustomers by developing high-quality, low-price 
over-the-counter alternatives that were much easier to purchase. Today, these at-home 
tooth-whitening products—such as Procter & Gamble’s Crest Whitestrips—are a $300 
million market in the U.S. 15 

As this example illustrates, the key to targeting noncustomers lies in understanding 
the reasons why they do not buy, and then finding ways to remove these obstacles. 
Removing obstacles to purchase, whether they exist in product design, affordability, dis¬ 
tribution convenience, or product awareness, is a major strategic issue in developing an 
effective marketing program. Over the next two chapters, we turn our attention to the 
important strategic issues involved in creating the marketing program, including 
branding and positioning the product offering. 


Lessons from Chapter 5 

Buyer behavior in consumer markets: 

is often irrational and unpredictable as consumers often 
say one thing but do another. 

can progress through five stages: need recognition, 
information search, evaluation of alternatives, the purchase 
decision, and postpurchase evaluation. 


does not always follow these stages in sequence and may 
even skip stages en route to the purchase, 
may be characterized by loyalty where consumers simply 
purchase the same product that they bought last time, 
often involves a parallel sequence of activities associated 
with finding the most suitable merchant. That is, while 
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consumers consider which product to buy, they also 
consider where they might buy it. 

may occur with only one merchant for a particular 
product category if the consumer is fiercely loyal to that 
merchant. 

Keys to understanding consumer needs and wants: 

Defining needs as “necessities” has limitations because 
everyone has a different perspective on what constitutes a 
need. 

Needs occur when a consumer’s current level of satisfaction 
does not equal the desired level of satisfaction. 

Wants are a consumer’s desire for a specific product that 
will satisfy a need. 

The firm must always understand the basic needs fulfilled 
by its products. This understanding allows the firm to 
segment markets and create marketing programs that 
can translate consumer needs into wants for their specific 
products. 

Although some products and markets can be segmented 
on the basis of needs alone, most product categories are 
marketed on the basis of wants, not need fulfillment. 
Wants are not the same thing as demand, as demand 
occurs only when the consumer’s ability and willingness 
to pay backs up a want for a specific product. 

The information search stage of the consumer buying 
process: 

can be passive—where the consumer becomes more 
attentive and receptive to information—or active—where 
the consumer engages in a more aggressive information 
search by seeking additional information, 
depends on a number of issues, including the degree of 
risk involved in the purchase, the amount of expertise or 
experience the consumer has with the product category, 
and the actual cost of the search in terms of time and 
money. 

culminates in an evoked set of suitable buying 
alternatives. 

During the evaluation of alternatives: 

consumers essentially translate their needs into wants for 
specific products or brands. 

consumers evaluate products as bundles of attributes that 
have varying abilities to satisfy their needs, 
the priority of each consumer’s choice criteria can change, 
marketers must ensure that their product is in the evoked 
set of potential alternatives by constantly reminding 
consumers of their company and its product offerings. 

During the purchase stage of the buying process: 

it is important to remember that the intention to purchase 
and the actual act of buying are distinct concepts, 
the key issues for marketers are product availability and 
possession utility. 


During postpurchase evaluation: 

the outcome of the buying process is linked to the 
development of long-term customer relationships. 
Marketers must closely follow customers’ responses to 
monitor the product’s performance and its ability to 
meet customers’ expectations. 

consumers will experience one of four potential outcomes: 
delight, satisfaction, dissatisfaction, or cognitive dissonance. 

Overall, the consumer buying process can be affected by: 

the complexity of the purchase and decision-making 
process. 

individual factors, such as age, life cycle, occupation, 
socioeconomic status, perceptions, motives, interests, 
attitudes, opinions, and lifestyles. 

social influences such as culture, subculture, social class, 
family, reference groups, and opinion leaders, 
situational influences, such as physical and spatial 
influences, social and interpersonal influences, time, 
purchase task or usage, and the consumer’s disposition. 

Business markets: 

purchase products for use in their operations, such as 

acquiring raw materials to produce finished goods or 

buying office supplies or leasing cars. 

consist of four types of buyers: commercial markets, 

reseller markets, government markets, and institutional 

markets. 

possess four unique characteristics not typically found in 
consumer markets: 

• the buying center: economic buyers, technical buyers, 
and users. 

• hard and soft costs: soft costs (downtime, opportunity 
costs, human resource costs) are just as important as 
hard costs (monetary price or purchase costs). 

• reciprocity: business buyers and sellers often buy 
products from each other. 

• mutual dependence: sole-source or limited-source 
buying makes both buying and selling firms mutually 
dependent. 

The business buying process: 

follows a well-defined sequence of stages, including: 
(1) problem recognition, (2) development of product 
specifications, (3) vendor identification and qualification, 
(4) solicitation of proposals or bids, (5) vendor selection, 
(6) order processing, and (7) vendor performance review, 
can be affected by a number of factors, including 
environmental conditions, organizational factors, and 
interpersonal and individual factors. 

Market segmentation: 

is the process of dividing the total market for a particular 
product or product category into relatively homogeneous 
segments or groups. 
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should create groups where the members are similar to 
each other, but where the groups are dissimilar from each 
other. 

involves a fundamental decision of whether to segment at all. 
typically allows firms to be more successful due to the fact 
that they can tailor products to meet the needs or 
requirements of a particular market segment. 

Traditional market segmentation approaches: 

have been used successfully for decades, are not out- 
of-date, and are used by many of today’s most successful 
firms. 

are sometimes used in combination with newer 
approaches by the same firm, depending on the brand/ 
product or market in question. 

Mass marketing: 

involves no segmentation whatsoever as it is aimed at the 
total (whole) market for a particular product, 
is an undifferentiated approach that assumes that all 
customers in the market have similar needs and wants 
that can be reasonably satisfied with a single marketing 
program. 

works best when the needs of an entire market are 
relatively homogeneous. 

is advantageous in terms of production efficiency and 
lower marketing costs. 

is inherently risky because a standardized product is 
vulnerable to competitors that offer specialized products 
that better match customers’ needs. 

Differentiated marketing: 

involves dividing the total market into groups of 
customers having relatively common or homogeneous 
needs, and attempting to develop a marketing program 
that appeals to one or more of these groups, 
may be necessary when customer needs are similar within 
a single group but their needs differ across groups, 
involves two options: the multisegment approach and the 
market concentration approach. 

Niche marketing: 

involves focusing marketing efforts on one small, well- 
defined market segment or niche that has a unique, 
specific set of needs. 

requires that firms understand and meet the needs of 
target customers so completely that, despite the small 
size of the niche, the firm’s substantial share makes the 
segment highly profitable. 

Individualized segmentation approaches: 

have become viable due to advances in technology, 
particularly communication technology and the Internet. 


are possible because organizations now have the ability to 
track customers with a high degree of specificity, 
allow firms to combine demographic data with past and 
current purchasing behavior so they can tweak their 
marketing programs in ways that allow them to precisely 
match customers needs, wants, and preferences, 
will become even more important in the future because 
their focus on individual customers makes them critical 
to the development and maintenance of long-term 
relationships. 

can be prohibitively expensive to deliver. 

depend on two important considerations: automated 

delivery of the marketing program and personalization. 

One-to-one marketing: 

involves the creation of an entirely unique product or 
marketing program for each customer in the target 
segment. 

is common in business markets where unique programs 
and/or systems are designed for each customer, 
is growing rapidly in consumer markets, particularly in 
luxury and custom-made products, as well as in services 
and electronic commerce. 

Mass customization: 

refers to providing unique products and solutions to 
individual customers on a mass scale, 
is now cost effective and practical due to advances in 
supply chain management, including real-time inventory 
control. 

is used quite often in business markets, especially in 
electronic procurement systems. 

Permission marketing: 

is different from one-to-one marketing because customers 
choose to become a member of the firm’s target market, 
is commonly executed via the opt-in e-mail list, where 
customers permit a firm to send periodic e-mail about 
goods and services that they have an interest in 
purchasing. 

has a major advantage in that customers who opt-in are 
already interested in the goods and services offered by the 
firm. 

allows a firm to precisely target individuals, thereby 
eliminating the problem of wasted marketing effort and 
expense. 

Successful segmentation: 

requires that market segments fulfill five related criteria: 
segments must be identifiable and measurable, substantial, 
accessible, responsive, and viable and sustainable, 
involves avoiding ethically and legally sensitive segments 
that are profitable but not viable in a business sense. 
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involves avoiding potentially viable segments that do not 
match the firm’s expertise or mission. 

Identifying market segments: 

involves selecting the most relevant variables to identify 
and define the target market, many of which come from 
the situation analysis section of the marketing plan, 
involves the isolation of individual characteristics that 
distinguish one or more segments from the total market. 
These segments must have relatively homogeneous needs, 
in consumer markets involves the examination of factors 
that fall into one of four general categories: 

• behavioral segmentation; the most powerful approach 
because it uses actual consumer behavior or product 
usage helps to make distinctions among market 
segments. 

• demographic segmentation; which divides markets 
using factors such as gender, age, income, and 
education. 

• psychographic segmentation; which deals with state- 
of-mind issues such as motives, attitudes, opinions, 
values, lifestyles, interests, and personality. 

Questions for Discussion 

1. Many people criticize marketing as being manipu¬ 
lative based on the argument that marketing activi¬ 
ties create needs where none previously existed. 
Marketers of SUVs, tobacco products, diet pro¬ 
grams, exercise equipment, and luxury products 
are typically the most criticized. Given what you 
now know about the differences between needs 
and wants, do you agree with these critics? 
Explain. 

2 . Many consumers and consumer advocates are 
critical of individualized segmentation approaches 
due to personal privacy concerns. They argue that 
technology has made it far too easy to track buyer 
behavior and personal information. Marketers 

Exercises 

1. Consider the last purchase you made in these cat¬ 
egories: personal electronics, clothing, and vacation 
destination. To what extent was your purchase 
decision influenced by decision-making complex¬ 
ity, individual influences, social influences, and sit¬ 
uational influences? What specific issues were the 
most influential in making the decision? How 
could a marketer have swayed your decision in 
each case? 


• geographic segmentation; which is often most useful 
when combined with other segmentation variables. 
One of the best examples is geodemographic 
segmentation, or geoclustering. 

in business markets is often based on type of market 
(commercial, reseller, government, or institutional) or on 
other characteristics such as type of organization, 
organizational characteristics, benefits sought or buying 
processes, personal or psychological characteristics, or 
relationship intensity. 

Target marketing strategies: 

are based on an evaluation of the attractiveness of each 
segment and whether each offers opportunities that 
match the firm’s capabilities and resources, 
include single segment targeting, selective targeting, mass 
market targeting, product specialization, and market 
specialization. 

should also consider issues related to noncustomers such 
as reasons why they do not buy and finding ways to 
remove obstacles to purchase. 


counter that individualized segmentation can lead 
to privacy abuses, but that the benefits to both 
consumers and marketers far outweigh the risks. 
Where do you stand on this issue? What are the 
benefits and risks associated with individualized 
segmentation? 

3 . As we have seen thus far, the size of the consuming 
population over the age of 50 continues to grow. 
What are some of the current ethical issues 
involved in targeting this age group? As this 
group gets older, will these issues become more or 
less important? Explain. 


2 . One of the most exciting advances in market seg¬ 
mentation is the increasing use of geographic infor¬ 
mation systems (GIS) to map target markets. Go to 
and get a feel for the use of GIS in 
business and other fields. Then, go to ftp:A 

mapapps.esri.com/create-map/index.html and enter 
your ZIP code to make a demographic map about 
where you live. What are the advantages of using 
GIS in market segmentation? 
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3 . As discussed in the chapter, VALS is one of the 
most popular proprietary segmentation tools 
used in marketing segmentation. Go to the VALS 
website ( www.strategicbusinessinsights.com/vals/ 
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CHAPTER 


6 


The Marketing 
Program 


Introduction 

With a clearly defined target market in hand, the organization turns its 
attention toward developing a marketing program that will fulfill the target’s 
needs and wants better than the competition. When we say marketing 
program, we are referring to the strategic combination of the four basic 
marketing mix elements: product, price, distribution, and promotion. 
Although each element is vitally important to the success of the marketing 
strategy, the product usually receives the most attention because it is most 
responsible for fulfilling the customers’ needs and wants. However, since 
customers’ needs and wants are multifaceted, we prefer to think of the 
outcome of the marketing program as a complete “offering” that consists of 
an array of physical (tangible), service (intangible), and symbolic (perceptual) 
attributes designed to satisfy customers’ needs and wants. In other words, the 
best marketing strategy is likely to be one that combines the product, price, 
distribution, and promotion elements in a way that maximizes the tangible, 
intangible, and perceptual attributes of the complete offering. 

Good marketing strategy considers all four elements of the marketing program 
and the offering rather than emphasizing a single element. We have noted 
throughout this text how most firms today compete in rather mature markets 
characterized by commoditization. In these cases, the core product (the element 
that satisfies the basic customer need) typically becomes incapable of 
differentiating the offering from those of the competition. Consequently, most 
organizations work to enhance the service and symbolic elements of their 
offerings by changing price, distribution, or promotion in order to stand out 
from the crowd. As described in Beyond the Pages 6.1, this makes marketing 
strategy even more challenging for the firm. It also requires that the marketing 
program be considered holistically rather than sequentially. This means that 
products must be designed with an eye toward how they will be priced, 
distributed, and promoted. It does a company no good to develop a standout 
product that is not price competitive, difficult to ship or store, and hard to 
convey in promotional messages. All four elements of the marketing program 
must be developed simultaneously. 
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Beyond the Pages 6.1 

Can Good Marketing Save Barnes & Noble ? 1 


Like many companies in the Internet economy, 
Barnes & Noble is at a crossroads. The largest U.S. 
bookstore chain made retailing history when it 
opened the first category-killer bookstore in the late 
1980s. At that time, the store was five times the size 
of a typical bookstore. Customers flocked to the spa¬ 
cious and comfortable stores that offered a compre¬ 
hensive inventory of books, music, and DVDs. Most 
of the stores also included a cafe where customers 
could have coffee, a snack, and enjoy a good book. 
Barnes & Noble had successfully converted the small, 
mall-based bookstore to a true destination for book- 
loving customers. 

But that was in the 1980s and 1990s. As the Internet 
economy took off in the late 1990s and into the 2000s, 
Barnes & Noble was forced to move online. At the 
launch of Barnesandnoble.com in 1997, the company 
offered a staggering 1 million titles for immediate deliv¬ 
ery, plus access to a nationwide network offering over 
30 million listings from out-of-print, rare, and used book 
dealers. This move came at roughly the same time as 
the launch of an unusual online bookstore called 
Amazon.com. Amazon offered a limited selection and 
was a pure Internet-based company, so few people 
gave the company any chance of succeeding. Plus, 
Amazon was losing money. At the time, Barnes & 
Noble wasn't worried about Amazon because their 
book superstore concept was a huge success. And, 
everyone knew that book lovers preferred to browse in 
the store, sit in comfortable chairs, and enjoy a coffee. 
Didn't they? 

Fast-forward to today and we all know that Amazon 
has been remarkably successful. So much so that other 
book retailers, namely Borders and Waldenbooks, have 
since closed. We also know that both Amazon and 
Barnes & Noble sell more e-books than physical books. 
E-readers such as Amazon's Kindle and Barnes & 
Noble's Nook (plus a variety of tablets like the iPad) are 
wildly popular among a variety of target customers, old 
and young. In addition, other competitors have entered 
the market. Apple, for example, offers e-books through 
its iBooks app on the iPad and iPhone. Google now offers 
free access to millions of public domain books. The rapid 
changes in the book retailing market have forced Barnes 
& Noble to adapt, and these changes now threaten the 
future of the once-dominant book retailer. 


What can Barnes & Noble do to remain relevant 
and viable in this market? To answer that question, 
we need to look at the company's current marketing 
program: 

Products. Barnes & Noble competes in a highly 
commoditized product market. Books, whether 
offered in print or as e-books, are the same no 
matter where they are purchased. Barnes & Noble 
does have an advantage in the textbook market, but 
the differences between its selection and the 
selection at Amazon are disappearing fast. Amazon, 
on the other hand, offers a very broad selection of 
products ranging from electronics to beauty 
supplies. Barnes & Noble offers a much narrower 
variety of books, music, movies, and some toys. 
Both companies' e-readers are competitively 
matched in terms of features and benefits. 

Pricing. Given the commoditized nature of the 
market, price would be one logical place to 
compete against Amazon and other competitors. 
However, there is very little price differentiation 
in the book market. This is especially true with 
respect to e-books, where prices are roughly the 
same across multiple competitors. 

Distribution. Barnes & Noble has invested a lot 
of resources into its distribution system. However, 
Amazon is also no slouch at supply chain 
management. One area where Barnes & Noble has 
a distinct advantage is on college campuses. The 
company operates over 640 college bookstores 
serving 4 million students and 250,000 faculty in all 
50 states. The company's physical footprint also 
includes roughly 700 traditional Barnes & Noble 
stores that draw millions of customers annually. 
These stores are still destinations for true book 
lovers, something that Amazon cannot copy. 
Promotion. It is very hard to build a competitive 
advantage based on promotion alone, and neither 
Barnes & Noble nor Amazon stand out per se. Both 
have strong brands and positioning. Both also offer 
membership programs. However, Amazon's 
program—Amazon Prime—beats Barnes & Noble 
by a wide margin. For a $79 per year fee. Prime 
members get free two-day shipping on millions 
of products, free instant streaming of thousands 

continued 
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of movies and television programs, and the ability 
to borrow one Kindle e-book each month. By 
contrast, Barnes & Noble's members get free 
shipping and small discounts on books and Nook 
e-readers. 

It is clear that carving out a strong competitive 
advantage is difficult for any book retailer. Barnes & 
Noble has an edge in college campus distribution and 
a loyal customer following. Amazon, however, has an 
edge in terms of the total digital ecosystem and a loyal 
following of price conscious customers. In some ways 
the two companies compete using different paradigms. 

Despite the challenges, one other thing Barnes & 
Noble has in its favor is the deep distrust of Amazon by 


companies such as Microsoft, Apple, and Google, who 
see Amazon as a major threat. This fact prompted Micro¬ 
soft to invest $300 million in Barnes & Noble in exchange 
for roughly 18 percent of the company's digital and col¬ 
lege businesses. In return, Barnes & Noble will spin off 
its digital and college businesses into a new subsidiary, 
which will be co-owned by Barnes & Noble and Microsoft. 
The infusion of new capital is critical for Barnes & Noble in 
order to expand its growing e-book business. For Micro¬ 
soft, access to a large digital library is critical to its launch 
of Windows 8 and the Surface tablet. Moving forward, it 
will be interesting to watch how a Barnes & Noble/Micro¬ 
soft partnership will use its combined marketing muscle 
to compete against Amazon. 


In this chapter, we examine the four elements of the marketing program in more 
detail. Issues such as product design, affordability, distribution convenience, and 
product awareness are major considerations in developing an effective marketing 
program. Problems in any one area can create obstacles that customers may be 
unwilling to overlook as they search for the best offering that will fulfill their needs. 

Product Strategy 

Of all the strategic decisions to be made in the marketing plan, the design, development, 
branding, and positioning of the product are perhaps the most critical. At the heart of 
every organization lie one or more products that define what the organization does and 
why it exists. As we stated in Chapter 1, the term “product” refers to something that 
buyers can acquire via exchange to satisfy a need or a want. This is a very broad defini¬ 
tion that allows us to classify many different things as products: food, entertainment, 
information, people, places, ideas, etc. An organization’s product offering is typically 
composed of many different elements—usually some combination of tangible goods, ser¬ 
vices, ideas, image, or even people. As we consider product decisions here, it is important 
to remember that product offerings in and of themselves have little value to customers. 
Rather, an offering’s real value comes from its ability to deliver benefits that enhance a 
customer’s situation or solve a customer’s problems. For example, customers don’t buy 
pest control; they buy a bug-free environment. Lexus customers don’t buy a car; they 
buy luxury, status, comfort, and social appeal. Students who frequent a local nightclub 
are not thirsty; they want to fulfill their need for social interaction. Likewise, companies 
do not need computers; they need to store, retrieve, distribute, network, and analyze data 
and information. Marketers who keep their sights set on developing product offerings 
that truly meet the needs of the target market are more likely to be successful. 

Strategic Issues in the Product Portfolio 

Products fall into two general categories. Products used for personal use and enjoyment 
are called consumer products; while those purchased for resale, to make other products, 
or for use in a firm’s operations are called business products. Exhibit 6.1 illustrates 
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E X H ! B l T 6 . Types of Consumer and Business Products 


Type of Product 


Examples 


Consumer Products Convenience Products Soft drinks 

Inexpensive, routinely purchased products that consumers Candy and gum 

spend little time and effort in acquiring. Gasoline 

Dry cleaning 

Shopping Products Appliances 

Products that consumers will spend time and effort to obtain. Consumers Furniture 

shop different options to compare prices, features, and service. Clothing 

Vacations 


Specialty Products 

Unique, one-of-a-kind products that consumers will spend 
considerable time, effort, and money to acquire. 


Sports memorabilia 
Antiques 
Plastic surgery 
Luxury items 


Unsought Products 

Products that consumers are unaware of or a product that 
consumers do not consider purchasing until a need arises. 


True innovations 
Repair services 
Emergency medicine 
Insurance 


Business Products Raw Materials 

Basic natural materials that become part of a finished product. They 
are purchased in very large quantities based on specifications or grades. 


Iron ore 
Chemicals 

Agricultural products 
Wood pulp 


Component Parts 

Finished items that become part of a larger finished product. 
They are purchased based on specifications or industry standards. 


Spark plugs 
Computer chips 
Pane glass 
Hard drives 


Process Materials 

Finished products that become unidentifiable upon their inclusion 
in the finished product. 

Maintenance, Repair, and Operating Products 

Products that are used in business processes or operations but 
do not become part of the finished product. 


Food additives 
Wood sealants 
Paint colorings 

Office supplies 
Janitorial services 
Building security 
Bathroom supplies 


Accessory Equipment 

Products that help facilitate production or operations but do 
not become part of the finished product. 


Tools 

Office equipment 

Computers 

Furniture 


Installations 

Major purchases, typically of a physical nature, that are based on 
customized solutions including installation/construction, training, 
financing, maintenance, and repair. 


Enterprise software 
Buildings 

Heat and air systems 


Business Services 

Intangible products that support business operations. These 
purchases often occur as a part of outsourcing decisions. 


Legal services 
Accounting services 
Consulting 
Research services 


Source: This material is adapted from William M. Pride and O.C. Ferrell, Marketing (Mason, OH: Cengage Learning, 2010), pp. 285-289. 
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examples of each type of product category. Although the distinction may seem simplistic, 
it is important in a strategic sense because the type of product in question can influence 
its pricing, distribution, or promotion. For example, marketing strategy for consumer 
convenience products must maximize availability and ease of purchase—both important 
distribution considerations. The strategy associated with consumer shopping products 
often focuses more on differentiation through image and symbolic attributes—both 
important branding and promotion issues. Marketing strategies for raw materials are 
especially challenging because these products are commodities by definition. Here, con¬ 
formance to exacting product specifications and low acquisition costs are the keys to 
effective strategy. Many business products are also characterized by derived demand; 
where the demand for the product is derived from, or dependent upon, the demand for 
other business or consumer products. For example, the demand for business products 
such as glass, steel, rubber, chrome, leather, and carpeting is dependent upon the 
demand for automobiles. 

It is very rare for a company to sell only one product. Most firms sell a variety of 
products to fulfill a variety of different needs. In general terms, the products sold by a 
firm can be described with respect to product lines and product mixes. A product line 
consists of a group of closely related product items. As shown in Exhibit 6.2, Procter & 
Gamble sells a number of famous brands in its line of household care products, includ¬ 
ing Tide, Bounty, Pringles, and Duracell. Most companies sell a variety of different prod¬ 
uct lines. The different product lines at General Motors carry well-known brand names 
like Corvette, Chevrolet, Cadillac, and Buick. Likewise, FedEx offers a number of logistics 
and supply chain services in its family of brands, such as FedEx Express, FedEx Ground, 
and FedEx Freight. A firm’s product mix or portfolio is the total group of products 
offered by the company. For example, Procter & Gamble’s entire product portfolio con¬ 
sists of beauty and grooming products, health and wellness products, baby and family 
products, and pet nutrition and care products in addition to the products in its house¬ 
hold care line. 

Decisions regarding product lines and product mixes are important strategic consid¬ 
erations for most firms. One of these important decisions is the number of product lines 
to offer, referred to as the width or variety of the product mix. By offering a wide variety 
of product lines, the firm can diversify its risk across a portfolio of product offerings. 


6 .2 Procter & Gamble’s Portfolio of Household Care Products 



Product Mix Width (Variety) 



Dish Washing 

Household 

Cleaners 

Batteries 

Laundry and 
Fabric Care 

Paper Products 

Snacks 

Product 

Mix 

Depth 

(Assortment) 

Ariel 

Dawn 

Cascade 

Mr. Clean 
Bounty 

Swiffer 

Duracell 

Tide 

Cheer 

Bounce 

Gain 

Downy 

Dreft 

Era 

Febreze 

Bold 

Ace 

Charmin 

Bounty 

Puffs 

Pringles 


Source: From the Procter & Gamble website (http://www.pg.com/en_US/brands/household_care/index.shtml), accessed May 17, 2012. 
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Also, a wide product mix can be used to capitalize on the strength and reputation of the 
firm. Sony, for example, enjoys this advantage as it uses its name to stake out a strong posi¬ 
tion in electronics, music, and movies. The second important decision involves the depth of 
each product line. Sometimes called assortment, product line depth is an important market¬ 
ing tool. Firms can attract a wide range of customers and market segments by offering a 
deep assortment of products in a specific line. Each brand or product in the assortment 
can be used to fulfill different customer needs. For example, Hilton, Inc. offers ten different 
lodging brands—including Hilton, Hilton Garden Inn, Hampton Inn, Conrad, and Embassy 
Suites—that cater to different segments of the hospitality market. 

Although offering a large portfolio of products can make the coordination of market¬ 
ing activities more challenging and expensive, it also creates a number of important 
benefits: 

Economies of Scale. Offering many different product lines can create economies of 
scale in production, bulk buying, and promotion. Many firms advertise using an 
umbrella theme for all products in the line. Nike’s “Just Do It” and Maxwell House’s 
“Good to the Last Drop” are examples of this. The single theme covering the entire 
product line saves considerably on promotional expenses. 

Package Uniformity. When all packages in a product line have the same look and 
feel, customers can locate the firm’s products more quickly. It also becomes easier for 
the firm to coordinate and integrate promotion and distribution. For example, 
Duracell batteries all have the same copper look with black and copper packaging. 
Standardization. Product lines often use the same component parts. For example, 
Toyota’s Camry and Highlander use many of the same chassis and engine 
components. This greatly reduces Toyota’s manufacturing and inventory handling 
costs. 

Sales and Distribution Efficiency. When a firm offers many different product lines, 
sales personnel can offer a full range of choices and options to customers. For the 
same reason, channel intermediaries are more accepting of a product line than they 
are of individual products. 

Equivalent Quality Beliefs. Customers typically expect and believe that all products 
in a product line are about equal in terms of quality and performance. This is a major 
advantage for a firm that offers a well-known and respected line of products. For 
example, Crest’s portfolio of oral care products all enjoys the same reputation for high 
quality. 

A firm’s product portfolio must be carefully managed to reflect changes in customers’ 
preferences and the introduction of competitive products. Product offerings may be 
modified to change one or more characteristics that enhance quality, style, or lower the 
product’s price. Firms may introduce product line extensions that allow it to compete 
more broadly in an industry. The recent trend of flavored soft drinks, such as Vanilla 
Coke, Diet Pepsi Vanilla, Sprite Zero, and Dr. Pepper Cherry Vanilla, is a good example 
of this. Sometimes, a firm may decide that a product or product line has become obsolete 
or is just not competitive against other products. When this happens, the firm can decide 
to contract the product line, as GM did when it dropped its Pontiac, Saturn, and Hum¬ 
mer divisions. 

The Challenges of Service Products 

It is important to remember that products can be intangible services and ideas as well as 
tangible goods. Service firms such as airlines, hospitals, movie theaters, and hair stylists, 
as well as nonprofit organizations, charitable causes, and government agencies, all 
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develop and implement marketing strategies designed to match their portfolio of intan¬ 
gible products to the needs of target markets. Products lie on a continuum ranging from 
tangible-dominant goods (salt, soap) to intangible-dominant services (education, consult¬ 
ing). Firms lying closer to the intangible end of this spectrum face unique challenges in 
developing marketing strategy. These challenges are the direct result of the unique char¬ 
acteristics of services as shown in Exhibit 6.3. Obviously, the primary difference between 
a good and a service is that a service is intangible. Some services, such as business con¬ 
sulting and education, are almost completely intangible, while others have more tangible 
elements. The services provided by UPS and FedEx, for example, include tangible air¬ 
planes, trucks, boxes, and invoices. Another challenging characteristic of services is that 
they cannot be stored for future use. This lack of inventory means that service firms 
experience major problems in balancing service supply (capacity) and service demand. 
Likewise, the demand for services is extremely time-and-place dependent because custo¬ 
mers must typically be present for service to be delivered. Consider the issues faced by 
popular restaurants every Friday and Saturday night. The increased demand forces res¬ 
taurant managers to pre-schedule the right amount of food ingredients and employees to 
accommodate the increase in guests. And, given that the restaurant’s capacity is fixed, 
the manager and employees must serve guests efficiently and effectively in a crowded, 


EXHIBIT 6.3 Unique Characteristics of Services and Resulting Marketing Challenges 



Characteristics Marketing Challenges 


Intangibility 


Simultaneous 
Production and 
Consumption 


Perishability 


Heterogeneity 


Client-Based 

Relationships 


It is difficult for customers to evaluate quality, especially before purchase and consumption. 

It is difficult to convey service characteristics and benefits in promotion. As a result, the firm is 
forced to sell a promise. 

Many services have few standardized units of measurement. Therefore, service prices are difficult 
to set and justify. 

Customers cannot take possession of a service. 

Customers or their possessions must be present during service delivery. 

Other customers can affect service outcomes including service quality and customer satisfaction. 
Service employees are critical because they must interact with customers to deliver service. 
Converting high-contact services to low-contact services will lower costs but may reduce service 
quality. 

Services are often difficult to distribute. 

Services cannot be inventoried for later use. Therefore, unused service capacity is lost forever. 
Service demand is very time-and-place sensitive. As a result, it is difficult to balance supply and 
demand, especially during periods of peak demand. 

Service facilities and equipment sit idle during periods of off-peak demand. 

Service quality varies across people, time, and place, making it very difficult to deliver good 
service consistently. 

There are limited opportunities to standardize service delivery. 

Many services are customizable by nature. However, customization can dramatically increase 
the costs of providing the service. 

Most services live or die by maintaining a satisfied clientele over the long term. 

Generating repeat business is crucial for the service firm’s success. 
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noisy atmosphere. This precarious balance is quite common across most industries in the 
services sector of our economy. 

Because of the intangibility of service, it is quite difficult for customers to evaluate a 
service before they actually purchase and consume it. Third-party evaluations and 
recommendations for services are not as prevalent as they are with respect to tangible 
goods. Of course, customers can ask friends and family for recommendations, but in 
many cases a good assessment of quality is hard to obtain. This forces customers to 
place some degree of trust in the service provider to perform the service correctly and 
in the time frame promised or anticipated. This problem is the reason for the launch of 
Angie’s List, a membership-based referral and recommendation service that provides 
member ratings for local service providers. One way that companies can address this 
issue is by providing satisfaction guarantees to customers. For example, Hampton Inn, a 
national chain of mid-priced hotels, offers guests a free night if they are not 100 percent 
satisfied with their stay. 2 Midas, H&R Block, and FedEx offer similar guarantees. 

Moreover, because most services are dependent upon people (employees, customers) 
for their delivery, they are susceptible to variations in quality and inconsistency. Such 
variations can occur from one organization to another, from one outlet to another within 
the same organization, from one service to another within the same outlet, and even 
from one employee to another within the same outlet. Service quality can further vary 
from week to week, day to day, or even hour to hour. Also, because service quality is a 
subjective phenomenon, it can also vary from customer to customer, and for the same 
customer from one visit to the next. As a result, standardization and service quality are 
very difficult to control. The lack of standardization, however, actually gives service firms 
one advantage: Services can be customized to match the specific needs of any customer. 
Such customized services are frequently very expensive for both the firm and its custo¬ 
mers. This creates a dilemma: How does a service firm provide efficient, standardized 
service at an acceptable level of quality while simultaneously treating every customer as 
a unique person? This dilemma is especially prevalent in the health care industry today, 
where care is managed to carefully control both access and cost. 

Another major challenge for service marketers is to tie services directly to customers’ 
needs. Although customers typically have few problems in expressing needs for tangible 
goods, they often have difficulty in expressing or explaining needs for services. In some 
cases, the need is vague. For example, you may decide that you need a relaxing vacation, 
but how do you know which services will best meet your need? Which is best for relaxa¬ 
tion: a trip to the beach, a cruise, or a stay at a bed-and-breakfast? The answer depends 
on how you personally define “relaxing.” Since different customers have different defini¬ 
tions, the vacation provider has a more difficult job in connecting their service offerings 
to customers’ needs. In other cases, customers may not understand the need for a spe¬ 
cific service. For example, business consultants, insurance agents, financial planners, and 
wedding consultants often have to educate customers on why their services are needed. 
This is a necessary first hurdle to overcome before these service providers can offer their 
products as the solution that will best fulfill the need. 

Developing New Products 

One of the key issues in product strategy deals with the introduction of new products. The 
development and commercialization of new products is a vital part of a firm’s efforts to sus¬ 
tain growth and profits over time. The success of new products depends on the product’s fit 
with the firm’s strengths and a defined market opportunity. Market characteristics and 
the competitive situation will also affect the sales potential of new products. For example, 
manufacturers such as Garmin, TomTom, and Magellan are consistently developing 
new GPS devices. However, the future of standalone GPS devices is unclear given that GPS 
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functionality is now an option on most new cars, and is fully integrated into many wireless 
phones. As these GPS-enabled devices add more features, consumers are going to be much 
less likely to purchase standalone GPS units. This is why many GPS units can now sync with 
telephones or serve as music players. Some manufacturers, such as Garmin, are looking to 
enter the wireless phone business as a way to remain competitive. 3 

Many firms base their new product introductions on key themes such as product or 
technological superiority. New product introductions in the electronics, computer, and 
automotive industries often take this approach. In other firms and industries, new prod¬ 
uct introductions may stem from only minor tweaking of current products. This 
approach is common in packaged goods and household items. Truthfully, what is con¬ 
sidered to be a new product depends on the point of view of both the firm and its cus¬ 
tomers. Although some product introductions are actually new, others may only be 
perceived as being new. There are six strategic options related to the newness of products. 
These options follow, in decreasing degrees of product change: 

New-to-the-World Products (Discontinuous Innovations). These products involve a 
pioneering effort by a firm that eventually leads to the creation of an entirely new 
market. New-to-the-world products are typically the result of radical thinking by 
individual inventors or entrepreneurs. For example, Fred Smith’s idea for an 
overnight package delivery service gave us FedEx. 

New Product Lines. These products represent new offerings by the firm, but the firm 
introduces them into established markets. For example, P&G’s launch of a national 
chain of car washes is a new product line for the company. New product lines are not 
as risky as true innovation, and they allow the firm to diversify into closely related 
product categories. 

Product Line Extensions. These products supplement an existing product line with 
new styles, models, features, or flavors. Anheuser-Busch’s introduction of Budweiser 
Select and Honda’s launch of the Civic Hybrid are good examples. Product line 
extensions allow the firm to keep its products fresh and exciting with minimal 
development costs and risk of market failure. 

Improvements or Revisions of Existing Products. These products offer customers 
improved performance or greater perceived value. The common “new and improved” 
strategy used in packaged goods and the yearly design changes in the automobile 
industry are good examples. Clorox, for example, now offers “splashless” and “anti¬ 
allergen” bleach in addition to its perennial “regular” bleach product. The common 
“shampoo plus conditioner” formulas of many shampoos are another example. 
Repositioning. This strategy involves targeting existing products at new markets or 
segments. Repositioning can involve real or perceived changes to a product. An 
example is Carnival Cruise Line’s effort to attract senior citizens to supplement its 
younger crowd. Likewise, many design schools have repositioned themselves toward a 
growing business need for employees who are well versed in the art of innovation. As 
such, these design schools are now competing with top MBA programs around the 
country. 

Cost Reductions. This strategy involves modifying products to offer performance 
similar to competing products at a lower price. Book publishers use this strategy when 
they convert hardback books to paperbacks or e-books. Similarly, a firm may be able 
to lower a product’s price due to improved manufacturing efficiency or a drop in the 
price of raw materials. For example, many computer manufacturers offer lower-priced 
products that use standard or slightly dated technology. 

The first two options are the most effective and profitable when the firm wants to 
significantly differentiate its product offering from competitors. However, there are 
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often good reasons to pursue one of the remaining four options, particularly if resource 
constraints are an issue or if the firm’s management does not want to expose the firm to 
increased market risk. The key to new product success is to create a differential advan¬ 
tage for the new product. What unique benefit does the new product offer to customers? 
Although this benefit can be based on real differences or based entirely on image, it is 
the customers’ perception of differentiation that is critical. For example, despite Con¬ 
sumer Reports tests that 5-blade or battery-powered razors do not provide a closer 
shave than traditional 3-blade razors, many consumers believe that they do. This belief 
is based primarily on the back-and-forth marketing battle between Gillette (Fusion razor) 
and Schick (Quattro and Hydro razors). A number of low-price competitors also exist to 
serve consumers who do not buy into the new product hype. Whether five blades are 
truly better than three blades is immaterial. In the battle for supremacy in the razor mar¬ 
ket, customer perceptions are all that matter. 

Customer perceptions are also critical in the process of developing new products. 
Although the new product development process varies across firms, most firms will go 
through the following stages: 

Idea Generation. New product ideas can be obtained from a number of sources, 
including customers, employees, basic research, competitors, and supply chain 
partners. 

Screening and Evaluation. New product ideas are screened for their match with the 
firm’s capabilities and the degree to which they meet customers’ needs and wants. In 
some cases, prototype products are developed to further test the commercial viability 
of a product concept. New product concepts are also evaluated with respect to 
projected costs, revenues, and profit potential. 

Development. At this stage, product specifications are set, the product design is 
finalized, and initial production begins. In addition, the full marketing plan is 
developed in order to acquire the resources and collaboration needed for a full-scale 
launch. 

Test Marketing. As a final test before launch, the new product is test marketed in 
either real or simulated situations to determine its performance relative to customer 
needs and competing products. 

Commercialization. In this final stage, the product is launched with a complete 
marketing program designed to stimulate customer awareness and acceptance of the 
new product. 

Many firms try to think outside the box in designing new products. Kia, for example, 
turned to Peter Schreyer, a German automotive designer, to reinvigorate the South 
Korean company’s brand image. When he was hired away from Volkswagen, Schreyer’s 
first task was to design two new vehicles—the Kia Forte and the Kia Soul—to compete 
against new designs from Nissan and Scion. He then redesigned Kia’s popular Sorento 
SUV and the midsize Optima sedan. The results have been impressive: Kia’s sales 
increased 22 percent overall in 2012, with the Optima up 69 percent and the Rio up 56 
percent. 4 Kia’s success highlights the importance of maintaining proactive product inno¬ 
vation even in a down economy. 

Pricing Strategy 

There is no other component of the marketing program that firms become more infatu¬ 
ated with than pricing. There are at least four reasons for the attention given to pricing. 
First, the revenue equation is simple: Revenue equals the price times quantity sold. There 
are only two ways for a firm to grow revenue: increase prices or increase the volume of 
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product sold. Rarely can a firm do both simultaneously. Second, pricing is the easiest of 
all marketing variables to change. Although changing the product and its distribution or 
promotion can take months or even years, changes in pricing can be executed immedi¬ 
ately in real time. Real-time price changes are the norm in many industries, including air 
travel, hotels, and electronic commerce. As illustrated in Beyond the Pages 6.2, prices for 
the same product vary around the world to account for differences in currencies, taxes/ 
tariffs, and consumer demand. 

Third, firms take considerable pains to discover and anticipate the pricing strategies 
and tactics of other firms. Salespeople learn to read a competitor’s price sheet upside 
down at a buyer’s desk. Retailers send “secret shoppers” into competitors’ stores to 
learn what they charge for the same merchandise. Even buyers spend considerable time 
comparison shopping to find the best deal. Finally, pricing receives a great deal of atten¬ 
tion because it is considered to be one of the few ways to differentiate a product in com¬ 
moditized and mature markets. When customers see all competing products as offering 
the same features and benefits, their buying decisions are primarily driven by price. 


Key Issues in Pricing Strategy 

Given the importance of pricing in marketing strategy, pricing decisions are among the 
most complex decisions to be made in developing a marketing plan. Decisions regarding 
price require a tightly integrated balance among a number of important issues. Many of 
these issues possess some degree of uncertainty regarding the reactions to pricing among 
customers, competitors, and supply chain partners. These issues are critically important in 
establishing initial prices, and to modifying the pricing strategy over time. As we review 
these issues, keep in mind that they are interrelated and must be considered in the context 
of the firm’s entire marketing program. For example, increases in product quality or the 
addition of new product features often come with an increase in price. Pricing is also influ¬ 
enced by distribution, especially the image and reputation of the outlets where the good or 
service is sold. Finally, companies often use price as a tool of promotion. Coupons, for 
example, represent a combination of price and promotion that can stimulate increased 
sales in many different product categories. In services, price changes are often used to fill 
unused capacity (e.g., empty airline or theater seats) during non-peak demand. 


The Firm’s Cost Structure The firm’s costs in producing and marketing a product 
are an important factor in setting prices. Obviously, a firm that fails to cover both its 
direct costs (e.g., finished goods/components, materials, supplies, sales commission, 
transportation) and its indirect costs (e.g., administrative expenses, utilities, rent) will 
not make a profit. Perhaps the most popular way to associate costs and prices is through 
breakeven pricing, where the firm’s fixed and variable costs are considered: 


Breakeven in Units 


Total Fixed Costs 
Unit Price - Unit Variable Costs 


To use breakeven analysis in setting prices, the firm must look at the feasibility of selling 
more than the breakeven level in order to make a profit. The breakeven number is only a 
point of reference in setting prices, as market conditions and customer demand must 
also be considered. 

Another way to use the firm’s cost structure in setting prices is to use cost-plus 
pricing—a strategy that is quite common in retailing. Here, the firm sets prices based 
on average unit costs and its planned markup percentage: 


Selling Price = 


Average Unit Cost 
1 - Markup Percent (decimal) 
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Beyond the Pages 6.2 

Pricing Around the World 1 


If you do much traveling around the world, you'll 
quickly learn that products are not priced the same 
in different countries. In fact, despite widespread 
American sentiment to the contrary, the prices we 
pay in the U.S. are among the lowest in the world. In 
the latest survey done by the Economist Intelligence 
Unit, New York, the most expensive U.S. city, ranked 
15th on the list of the world's most expensive 
cities. The top ten cities, shown below, are dominated 
by Asian and European cities due to their strong 
currencies, high consumer confidence, and low inter¬ 
est rates. Cities at the bottom of the list are mostly 
from the Middle East. For example, Karachi, Pakistan 
is the least expensive city in the survey with an index 
of 46. 


Rank City Index 


1 

Zurich, Switzerland 

170 

2 

Tokyo, Japan 

166 

3 

Geneva, Switzerland 

157 

4 

Osaka Kobe, Japan 

157 

5 

Olso, Norway 

156 

6 

Paris, France 

150 

7 

Sydney, Australia 

147 

8 

Melbourne, Australia 

145 

9 

Singapore 

142 

10 

Frankfurt, Germany 

137 


Note: Index is based on New York at 100. 


Differences in pricing across national boundaries 
are also true with respect to typical purchases. In 
most cases, the products sold around the world 
under the same brand name are virtually identical. 
They are even sold using similar promotional cam¬ 
paigns to the same types of target markets who con¬ 
sume these products in roughly the same manner. 
Yet, the prices set in different markets can vary dramat¬ 
ically. Consider the examples noted below. 

In some cases, there are logical differences in pric¬ 
ing, such as higher costs of transportation or other 
extra costs associated with bringing a product to mar¬ 
ket. Other differences are associated with currency 
valuation. The U.S. dollar is relatively weak compared 
to other currencies, so it buys less in some cases. 
Other differences are based on the tax and tariff struc¬ 
tures in each country. The U.S. and Britain, for exam¬ 
ple, impose very high taxes on tobacco sales. Firms 
have a great deal of latitude in setting prices, and 
will often raise prices in some countries simply 
because consumers are willing to pay the cost to 
acquire a popular product with few substitutes. 

Generally speaking, average prices will be lower in 
developing countries than in mature, developed coun¬ 
tries. This is especially true in services, which are less 
expensive to deliver due to lower wage rates. The 
lower cost of labor in developing countries has 
spawned a groundswell of activity in outsourcing of 
services to other countries. 



Zurich 

Sydney 

London 

New York 

Beijing 

New Delhi 


Loaf of bread 

$6.15 

$3.48 

$2.26 

$6.06 

$1.85 

$0.76 


White rice (1 kg) 

$5.38 

$2.97 

$4.81 

$3.78 

$2.23 

$2.18 


Gas (1 gallon) 

$8.56 

$5.68 

$8.14 

$4.20 

$4.96 

$5.26 


Note: All prices shown 

in U.S. dollars. 








Cost-plus pricing is not only intuitive; it is also very easy to use. Its weakness, however, 
lies in determining the correct markup percentage. Industry norms often come into play 
at this point. For example, average markups in grocery retailing are typically in the 20 
percent range, while markups can be several hundred percent or more in furniture or 
jewelry stores. Customer expectations are also an important consideration in determining 
the correct markup percentage. 
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Although breakeven analysis and cost-plus pricing are important tools, they should 
not be the driving force behind pricing strategy. The reason is often ignored: Different 
firms have different cost structures. By setting prices solely on the basis of costs, firms 
run a major risk in setting their prices too high or too low. If one firm’s costs are rela¬ 
tively higher than other firms, it will have to accept lower margins in order to compete 
effectively. Conversely, just because a product costs very little to produce and market 
does not mean that the firm should sell it at a low price (movie theater popcorn is a 
good example). Even if the firm covers its costs, the fact is that customers may not be 
willing to pay their prices. Hence, market demand is also a critical factor in pricing strat¬ 
egy. In the final analysis, cost is best understood as an absolute floor below which prices 
cannot be set for an extended period of time. 

Perceived Value Both the firm and its customers are concerned with value. Value is a 
difficult term to define because it means different things to different people. 6 Some cus¬ 
tomers equate good value with high product quality, while others see value as nothing 
more than a low price. We define value as a customer’s subjective evaluation of benefits 
relative to costs to determine the worth of a firm’s product offering relative to other 
product offerings. A simple formula for value might look like this: 

, , Customer Benefits 

Perceived Value =- 

Customer Costs 

Customer benefits include everything the customer obtains from the product offering 
such as quality, satisfaction, prestige/image, and the solution to a problem. Customer 
costs include everything the customer must give up such as money, time, effort, and all 
non-selected alternatives (opportunity costs). Although value is a key component in set¬ 
ting a viable pricing strategy, good value depends on much more than pricing. In fact, 
value is intricately tied to every element in the marketing program and is a key factor 
in customer satisfaction and retention. We will discuss the strategic implications of 
value more fully in Chapter 10. 

The Price/Revenue Relationship All firms understand the relationship between 
price and revenue. However, firms cannot always charge high prices due to competition 
from their rivals. In the face of this competition, it is natural for firms to see price- 
cutting as a viable means of increasing sales. Price cutting can also move excess inven¬ 
tory and generate short-term cash flow. However, all price cuts affect the firm’s bottom 
line. When setting prices, many firms hold fast to these two general pricing myths: 7 

Myth #1: When business is good, a price cut will capture greater market share. 

Myth #2: When business is bad, a price cut will stimulate sales. 

Unfortunately, the relationship between price and revenue challenges these assump¬ 
tions and makes them a risky proposition for most firms. The reality is that any price 
cut must be offset by an increase in sales volume just to maintain the same level of reve¬ 
nue. Let’s look at an example. Assume that a consumer electronics manufacturer sells 
1,000 high-end stereo receivers per month at $1,000 per system. The firm’s total cost is 
$500 per system, which leaves a gross margin of $500. When the sales of this high-end 
system decline, the firm decides to cut the price to increase sales. The firm’s strategy is to 
offer a $100 rebate to anyone who buys a system over the next three months. The rebate 
is consistent with a 10 percent price cut, but it is in reality a 20 percent reduction in 
gross margin (from $500 to $400). To compensate for the loss in gross margin, the 
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firm must increase the volume of receivers sold. The question is by how much? We can 
find the answer using this formula: 


Percent Change in Unit Volume 


Gross Margin % 

Gross Margin % ± Price Change % 


0.25 


0.50 

-1 

0.50 - 0.10 


As the calculation indicates, the firm would have to increase sales volume by 25 percent 
to 1,250 units sold in order to maintain the same level of total gross margin. How likely 
is it that a $100 rebate will increase sales volume by 25 percent? This question is critical 
to the success of the firm’s rebate strategy. In many instances, the needed increase in 
sales volume is too high. Consequently, the firm’s gross margin may actually be lower 
after the price cut. 

Rather than blindly use price cutting to stimulate sales and revenue, it is often better 
for a firm to find ways to build value into the product and justify the current price, or 
even a higher price, rather than cutting the product’s price in search of higher sales vol¬ 
ume. In the case of the stereo manufacturer, giving customers $100 worth of music or 
movies with each purchase is a much better option than a $100 rebate. Video game man¬ 
ufacturers, such as Microsoft (Xbox) and Sony (PlayStation 3), often bundle games and 
accessories with their system consoles to increase value. The cost of giving customers 
these free add-ons is low because the marketer buys them in bulk quantities. This 
added expense is almost always less costly than a price cut. And the increase in value 
may allow the marketer to charge higher prices for the product bundle. 


Pricing Objectives Setting specific pricing objectives that are realistic, measurable, 
and attainable is an important part of pricing strategy. As shown in Exhibit 6.4, there 
are a number of pricing objectives that firms may pursue. Remember that firms make 
money on profit margin, volume, or some combination of the two. A firm’s pricing 
objectives will always reflect this market reality. 


Price Elasticit Price elasticity is perhaps the most important overall consideration in 
setting effective prices. Simply defined, price elasticity refers to customers’ responsiveness 
or sensitivity to changes in price. A more precise definition defines elasticity as the rela¬ 
tive impact on the demand for a product, given specific increases or decreases in the 
price charged for that product. Firms cannot base prices solely on price elasticity calcula¬ 
tions because they will rarely know the elasticity for any product with great precision 
over time. Further, the same product can have different elasticities in different times, 
places, and situations. Since the actual price elasticity calculation is difficult to pinpoint 
precisely, firms often consider price elasticity in regard to differing customer behavior 
patterns or purchase situations. Understanding when, where, and how customers are 
more or less sensitive to price is crucial in setting fair and profitable prices. 

Generally speaking, customers become much more sensitive to price when they have 
many different choices or options for fulfilling their needs and wants. Price elasticity is 
higher (more elastic) in the following situations: 

Availability of Substitute Products. When customers can choose among a number of 
different substitutes, they will be much more sensitive to price differences. This 
situation occurs very frequently among name-brand products and in markets where 
product offerings have become commoditized (airlines, for example). 
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4 Description of Common Pricing Objectives 


Pricing Objectives Description 


Profit-Oriented 

Designed to maximize price relative to competitors’ prices, the product’s 
perceived value, the firm’s cost structure, and production efficiency. Profit 
objectives are typically based on a target return, rather than simple profit 
maximization. 

Volume-Oriented 

Sets prices in order to maximize dollar or unit sales volume. This objective 
sacrifices profit margin in favor of high product turnover. 

Market Demand 

Sets prices in accordance with customer expectations and specific buying 
situations. This objective is often known as “charging what the market will bear.” 

Market Share 

Designed to increase or maintain market share regardless of fluctuations in 
industry sales. Market share objectives are often used in the maturity stage of the 
product life cycle. 

Cash Flow 

Designed to maximize the recovery of cash as quickly as possible. This objective is 
useful when a firm has a cash emergency or when the product life cycle is 
expected to be quite short. 

Competitive Matching 

Designed to match or beat competitors’ prices. The goal is to maintain the 
perception of good value relative to the competition. 

Prestige 

Sets high prices that are consistent with a prestige or high status product. Prices 
are set with little regard for the firm’s cost structure or the competition. 

Status Quo 

Maintains current prices in an effort to sustain a position relative to the 
competition. 


Higher Total Expenditure. As a general rule, the higher the total expense, the more 
elastic the demand for that product will be. This effect is actually easier to see if we 
look at a low priced product. A 20 percent increase in the price of a newspaper, from 
$1.00 to $1.20 for example, would not have a large impact on demand. However, 
if the price of a $20,000 car increases by 20 percent, then the impact is a much 
more noticeable $4,000. At that rate of change, some customers will look for a 
different car or pull out of buying all together. 

Noticeable Price Differences. Products having heavily promoted prices tend to 
experience more elastic demand. Gasoline is a classic example. An increase of 
three cents per gallon is only 45 cents more on a 15-gallon fill-up. However, 
many customers will drive several miles out of their way to find a lower price 
(often spending more in gas consumption than they save). Noticeable price 
differences sometimes occur at specific pricing thresholds. Using the gasoline 
example, many customers will not notice price increases until gas reaches $4.00 
per gallon. At this price, these customers suddenly move from an inelastic 
mindset to an elastic mindset. The move from $3.80 to $3.90 may not have an 
impact on these customers, but the jump from $3.90 to $4.00 totally changes their 
mental framework. 

Easy Price Comparisons. Regardless of the product or product category, customers 
will become more price sensitive if they can easily compare prices among 
competing products. In industries such as retailing, supermarkets, travel, toys, 
and books, price has become a dominant purchase consideration because 
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customers can easily compare prices. It should come as no surprise that these 
industries have also experienced a shift from physical stores to online sales. 

In general, customers become much less sensitive to price when they have few choices 
or options for fulfilling their needs and wants. Price elasticity is lower (more inelastic) in 
these situations: 

Lack of Substitutes. When customers have few choices in terms of substitutes, they 
will be much less sensitive to price. This situation is common in some categories, 
including baking/cooking ingredients, add-on or replacement parts, one-of-a-kind 
antiques, collectables or memorabilia, unique sporting events, and specialized vacation 
destinations. The more unique or specialized the product, the more customers will 
pay for it. 

Real or Perceived Necessities. Many products, such as food, water, medical care, 
cigarettes, and prescription drugs, have extremely inelastic demand because customers 
have real or perceived needs for them. Some product categories are price inelastic 
because customers perceive those products as true necessities. It matters little whether 
a customer truly has a need for a specific product. If that customer perceives the 
product as a necessity, then that customer becomes much less sensitive to price 
increases for that product. 

Complementary Products. Complementary products have an effect on the price 
sensitivity of related products. If the price of one product falls, customers will 
become less sensitive to the price of complementary products. For example, 
when the price of a cruise goes down, the price of shore excursions becomes 
more inelastic. With more travelers on board, and each having more money to 
spend, excursion operators realize that travelers are less sensitive to the prices 
they charge. 

Perceived Product Benefits. For some customers, certain products are just worth the 
price. For these purchases, the phrase “expensive but worth it” comes to mind. All of 
us have certain products that we indulge in from time to time, such as fine wines, 
gourmet chocolates, imported coffee, or trips to a day spa. Since these products do 
not comprise the bulk of our purchasing activities, customers rarely notice, or simply 
ignore, price increases. 

Situational Influences. The circumstances surrounding a purchase situation can 
vastly alter the price elasticity for a product. Many of these situational 
influences occur because time pressures or purchase risk increase to the point 
that an immediate purchase must be made (emergencies, for example). Other 
common situational influences revolve around purchase risk, typically the 
social risk involved in making a bad decision. In a general sense, customers 
tend to be much less price sensitive when they purchase items for others or 
for gift giving. 

Product Differentiation. Differentiation reduces the number of perceived substitutes 
for a product. For example, Coke’s differentiation strategy has worked so well that 
Coke drinkers will buy the soft drink at $2.49 or $3.49 per six-pack. Product 
differentiation does not have to be based on real differences in order to make 
customers less price sensitive. Many times the differences are perceptual. Blindfolded, 
a person may not know the difference between Coke and Pepsi, but consumers do not 
buy or consume soft drinks blindfolded. The look of the can, the advertising, and 
prior experiences all come together to differentiate the product. 

In a strategic sense, product differentiation is the best way to ensure that customers 
are not sensitive to price changes. The ultimate goal of this effort is to differentiate the 
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product so well that customers perceive that no competing product can take its place. 
When this happens, customers will become brand loyal and the demand for the product 
will become very inelastic. Nike, for example, commands extreme brand loyalty because 
the firm has successfully differentiated its products through technological innovation, 
effective advertising, and the ubiquitous swoosh. Likewise, Intel has done a great job 
using real and perceived differentiation to become the dominant supplier of processor 
chips in the computer industry. 

Pricing Service Products 

When it comes to buying services, customers have a difficult time determining quality 
prior to purchase. Consequently, service pricing is critical because it may be the only 
quality cue that is available in advance of the purchase experience. If the service provider 
sets prices too low, customers will have inaccurate perceptions and expectations about 
quality. If prices are too high, customers may not give the firm a chance. In general, ser¬ 
vices pricing becomes more important—and more difficult—when: 

service quality is hard to detect prior to purchase 

the costs associated with providing the service are difficult to determine 

customers are unfamiliar with the service process 

brand names are not well established 

the customer can perform the service themselves 

advertising within a service category is limited 

the total price of the service experience is difficult to state beforehand 

Setting prices for professional services (lawyers, accountants, consultants, doctors, and 
mechanics) is especially difficult as they suffer from a number of the conditions in the 
list above. Customers often balk at the high prices of these service providers because 
they have a limited ability to evaluate the quality or total cost until the service process 
has been completed. The heterogeneous nature of these services limits standardization; 
therefore, customer knowledge about pricing is limited. Heterogeneity also limits price 
comparison among competing providers. The key for these firms it to be up-front 
about the expected quality and costs of the service. This is often done through the use 
of binding estimates and contractual guarantees of quality. 

Due to the limited capacity associated with most services, service pricing is also a key 
issue with respect to balancing supply and demand during peak and off-peak demand 
times. In these situations, many service firms use yield management systems to balance 
pricing and revenue considerations with their need to fill unfilled capacity. Exhibit 6.5 
depicts an example of yield management for a hotel. 

Yield management allows the service firm to simultaneously control capacity and demand 
in order to maximize revenue and capacity utilization. This is accomplished in two ways. 
First, the service firm controls capacity by limiting the available capacity at certain price 
points. Airlines do this by selling a limited number of seats at discount prices three or more 
weeks prior to a flight’s departure. Southwest Airlines, for example, sells limited seats in three 
categories: Wanna Get Away (the lowest priced seats), Anytime, and Business Select (the 
highest priced seats). 8 Second, the service firm controls demand through price changes over 
time and by overbooking capacity. These activities ensure that service demand will be consis¬ 
tent and that any unused capacity will be minimized. These practices are common in services 
characterized by high fixed costs and low variable costs, such as airlines, hotels, rental cars, 
cruises, transportation firms, and hospitals. Since variable costs in these services are quite 
low, the profit for these firms directly relates to sales and capacity utilization. Consequently, 
these firms will sell some capacity at reduced prices in order to maximize utilization. 
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EXHIBIT 6. Yield Management for a Hypothetical Hotel 
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Source: Lovelock, Christopher, Services Marketing: People, Technology, Strategy, 4 th Edition, © 2001. Reprinted by permission of Pearson Education Inc., 
Upper Saddle River, New Jersey. 


Yield management systems are also useful in their ability to segment markets based 
on price elasticity. That is, yield management allows a firm to offer the same basic ser¬ 
vice to different market segments at different price points. Customers who are very price 
sensitive with respect to travel services—vacation travelers and families with children— 
can get a good deal on a hotel if they book it early. Conversely, consultants are less price- 
sensitive because their clients reimburse them for expenses. Likewise, business travelers 
book flights on the spur of the moment, so they are more forgiving of the higher prices 
just prior to departure. Other firms can reach different market segments with attractive 
off-peak pricing. Many customers take advantage of the lower prices at theme parks and 
beach resorts by traveling during the off-season. Similar situations occur in lower-priced 
movie matinees and lower prices for lunch items at most restaurants. 

Base Pricing Strategies 

Although prices for individual products are made on a case-by-case basis, most firms 
have developed a general and consistent approach—or base pricing strategy—to be used 
in establishing prices. The relationship between price and other elements of the market¬ 
ing program dictates that pricing decisions cannot be made in isolation. In fact, price 
changes may result in minor modifications to the product, distribution, or promotion 
strategies. As we have discussed, it is not so much the actual price being charged that 
influences buying decisions as the way that members of the target market perceive the 
price. This reality reminds us that many of the strategic issues involved in pricing have 
close ties with customer psychology and information processing: What customers think 
about prices is what those prices are to them. 
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A firm’s base pricing strategy establishes the initial price and sets the range of possible 
price movements throughout the product’s life cycle. The initial price is critical, not only 
for initial success, but also for maintaining the potential for profit over the long term. 
There are several different approaches to base pricing. Some of the most common 
approaches include: 

Price Skimming. This strategy intentionally sets a high price relative to the 
competition, thereby “skimming” off the profits early after the product’s launch. Price 
skimming is designed to recover the high R&D and marketing expenses associated 
with developing a new product. For example, new prescription drugs are priced high 
initially and only drop in price once their patent protection expires. 

Price Penetration. This strategy is designed to maximize sales, gain widespread 
market acceptance, and capture a large market share quickly by setting a relatively 
low initial price. This approach works best when customers are price sensitive for the 
product or product category, research and development and marketing expenses are 
relatively low, or when new competitors will quickly enter the market. To use 
penetration pricing successfully, the firm must have a cost structure and scale 
economies that can withstand narrow profit margins. 

Prestige Pricing. This strategy sets prices at the top end of all competing products in 
a category. This is done to promote an image of exclusivity and superior quality. 
Prestige pricing is a viable approach in situations where it is hard to objectively judge 
the true value of a product. Ritz-Carlton Hotels, for example, never compete with 
other hotels on price. Instead, the company competes only on service and the value of 
the unique, high quality experience that they deliver to hotel guests. 

Value-Based Pricing (EDLP). Firms that use a value-based pricing approach set 
reasonably low prices, but still offer high quality products and adequate customer 
services. Many different types of firms use value-based pricing; however, retailing has 
widely embraced this approach, where it is known as everyday low pricing or EDLP. 
Prices are not the highest in the market, nor are they the lowest. Instead, value-based 
pricing sets prices so they are consistent with the benefits and costs associated with 
acquiring the product. Many well-known firms use value-based pricing, including 
Walmart, Lowe’s, Home Depot, IKEA, and Southwest Airlines. 

Competitive Matching. In many industries, pricing strategy focuses on matching 
competitors’ prices and price changes. Although some firms may charge slightly more or 
slightly less, these firms set prices at what most consider to be the “going rate” for the 
industry. This is especially true in commoditized markets such as airlines, oil, and steel. 
Non-Price Strategies. This strategy builds the marketing program around factors 
other than price. By downplaying price in the marketing program, the firm must be 
able to emphasize the product’s quality, benefits, and unique features; as well as 
customer service, promotion, or packaging in order to make the product stand out 
against competitors, many of whom will offer similar products at lower prices. For 
example, theme parks like Disney World, Sea World, and Universal Studios generally 
compete on excellent service, unique benefits, and one-of-a-kind experiences rather 
than price. Customers willingly pay for these experiences because they cannot be 
found in any other setting. 


Adjusting the Base Price 

In addition to a base pricing strategy, firms also use other techniques to adjust or fine- 
tune prices. These techniques can involve permanent adjustments to a product’s price, or 
temporary adjustments used to stimulate sales during a particular time or situation. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


168 Part 3: Developing Marketing Strategy 


Although the list of potentially viable pricing techniques is quite long, five of the most 
common techniques in consumer markets are: 

Discounting. This strategy involves temporary price reductions to stimulate sales or 
store traffic. Customers love a sale and that is precisely the main benefit of 
discounting. Virtually all firms, even those using value-based pricing, will occasionally 
run special promotions or sales to attract customers and create excitement. Dillard’s, 
for example, will hold a quick sale early in a selling season, and then return prices to 
their normal levels. Near the end of the season, DiUard’s wUl begin to make these sale 
prices (or markdowns) permanent as time draws closer to the end-of-season clearance 
sale. 

Reference Pricing. Firms use reference pricing when they compare the actual seUing 
price to an internal or external reference price. All customers use internal reference 
prices, or the internal expectation for what a product should cost. As consumers, our 
experiences have given us a reasonable expectation of how much to pay for a combo 
meal at McDonald’s or a gallon of gas. In other cases, the firm wih state a reference 
price, such as “OriginaUy $99, Now $49.” These comparisons make it easier for 
customers to judge prices prior to purchase. 

Price Lining. This strategy, where the price of a competing product is the reference 
price, takes advantage of the simple truth that some customers will always choose the 
lowest-priced or highest-priced product. Firms use this to their advantage by creating 
lines of products that are similar in appearance and functionality, but are offered with 
different features and at different price points. For example, Sony can cut a few 
features off its top-of-the-line Model A1 digital camcorder and Model B2 can be on 
the shelf at $799 rather than the original $999. Cut a few more features and the price 
can drop to $599 for Model C3. Here, each model in the Sony line establishes 
reference prices for the other models in the line. The same is true for all competing 
camcorders from other manufacturers. 

Odd Pricing. Everyone knows that prices are rarely set at whole, round numbers. The 
concert tickets are $49.95, the breakfast special is $3.95, and the gallon of gas is 
$3,799. The prevalence of odd pricing is based mostly on psychology: Customers 
perceive that the seller did everything possible to get the price as fine (and thus as 
low) as he or she possibly could. To say you will cut my grass for $47 sounds like you 
put a lot more thought into it than if you just said, “I will do it for $40,” even though 
the first figure is $7 higher. 

Price Bundling. Sometimes called solution-based pricing or all-inclusive pricing, price 
bundling brings together two or more complementary products for a single price. At 
its best, the bundled price is less than if a company sold the products separately. Slow 
moving items can be bundled with hot sellers to expand the scope of the product 
offering, build value, and manage inventory. All-inclusive resorts, including Sandals 
and Club Med, use price bundling because many customers want to simplify their 
vacations and add budget predictability. 

Many of these techniques are also used in business markets to adjust or fine-tune base 
prices. However, there are a number of pricing techniques unique to business markets, 
including: 

Trade Discounts. Manufacturers will reduce prices for certain intermediaries in the 
supply chain based on the functions that the intermediary performs. In general, 
discounts are greater for wholesalers than for retailers because the manufacturer 
wants to compensate wholesalers for the extra functions they perform, such as selling, 
storage, transportation, and risk taking. Trade discounts vary widely and have become 
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more complicated due to the growth of large retailers who now perform their own 
wholesaling functions. 

Discounts and Allowances. Business buyers can take advantage of sales just like 
consumers. However, business buyers also receive other price breaks, including 
discounts for cash, quantity or bulk discounts, seasonal discounts, or trade allowances 
for participation in advertising or sales support programs. 

Geographic Pricing. Selling firms often quote prices in terms of reductions or 
increases based on transportation costs or the actual physical distance between the 
seller and the buyer. The most common examples of geographic pricing are uniform 
delivered pricing (same price for all buyers regardless of transportation expenses) and 
zone pricing (different prices based on transportation to predefined geographic 
zones). 

Transfer Pricing. Transfer pricing occurs when one unit in an organization sells 
products to another unit. 

Barter and Countertrade. In business exchanges across national boundaries, 
companies sometimes use products, rather than cash, for payments. Barter involves 
the direct exchange of goods or services between two firms or nations. Countertrade 
refers to agreements based on partial payments in both cash and products, or to 
agreements between firms or nations to buy goods and services from each other. 

Another important pricing technique used in business markets is price discrimination, 
which occurs when firms charge different prices to different customers. When this situa¬ 
tion occurs, firms set different prices based on actual cost differences in selling products 
to one customer relative to the costs involved in selling to other customers. Price dis¬ 
crimination is a viable technique because the costs of selling to one firm are often 
much higher than selling to others. 

Supply Chain Strategy 

Distribution and supply chain relationships are among the most important strategic deci¬ 
sions for any firm. Walmart, Best Buy, Amazon, and even Starbucks depend on effective 
and highly efficient supply chains to provide competitive advantage. Unfortunately, cus¬ 
tomers rarely appreciate how companies connect to their supply lines because the pro¬ 
cesses occur behind the scenes. Customers take supply chain issues for granted and 
only notice when supply lines are interrupted. The picture is drastically different from 
the firm’s perspective. Today, most companies rank supply chain concerns at the top of 
the list for achieving a sustainable advantage and true differentiation in the marketplace. 
Prices can be copied easily, even if only for the short term. Products can become obsolete 
almost overnight. Good promotion and advertising in September can easily be passe 
when the prime selling season in November and December comes around. The lesson 
is clear: Supply chain strategy is vital to the success and survival of every firm. 

When we think of supply chain management, we tend to think of two interrelated 
components: 

Marketing channels—an organized system of marketing institutions, through which 
products, resources, information, funds, and/or product ownership flow from the 
point of production to the final user. Some channel members or intermediaries 
physically take possession or title of products (e.g., wholesalers, distributors, retailers), 
while others simply facilitate the process (e.g., agents, brokers, financial institutions). 
Physical distribution—coordinating the flow of information and products among 
members of the channel to ensure the availability of products in the right places, in 
the right quantities, at the right times, and in a cost-efficient manner. Physical 
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distribution (or logistics) includes activities such as customer service/order entry, 
administration, transportation, storage, and materials handling, (warehousing) 
inventory carrying and the systems and equipment necessary for these activities. 

The term supply chain expresses the connection and integration of all members of the 
marketing channel. Velocity or the need to speed inventory to and from channel mem¬ 
bers requires collaborating with technology, transportation, and other outside logistics 
experts. This supply chain process is designed to increase inventory turns, and get the 
right products to the right place at the right time maintaining the appropriate service 
and quality standards. 9 The linchpin of effective supply chain management in today’s 
economy is integration. Through informational, technological, social, and structural lin¬ 
kages, the goal of supply chain integration is to create a seamless network of collaborat¬ 
ing suppliers, vendors, buyers, and customers. When done correctly, this level of 
integration results in an extended enterprise that manages value by coordinating the 
flow of information, goods, and services toward end users, as well as reverse flows away 
from end users. Creating an extended enterprise requires investments in and commit¬ 
ment to three key factors: 10 

Connectivity—the informational and technological linkages among firms in the 
supply chain network. Connectivity ensures that firms can access real-time 
information about the flow in the supply chain network. 

Community—the sense of compatible goals and objectives among firms in the supply 
chain network. All firms must be willing to work together to achieve a common 
mission and vision. 

Collaboration—the recognition of mutual interdependence among members of the 
supply chain network. Collaboration goes beyond contractual obligations to establish 
principles, processes, and structures that promote a level of shared understanding. 
Firms learn to put the needs of the supply chain ahead of their own because they 
understand that the success of each firm separately has a strong connection to the 
success of other firms, as well as the entire supply chain. 

Supply chain integration and creating an extended enterprise are extremely challeng¬ 
ing goals. In the most seamlessly integrated supply chains, the boundaries among chan¬ 
nel members blur to the point where it is difficult to tell where one firm ends and 
another firm begins. As shown in Exhibit 6.6, this level of integration requires a tenuous 
balance of trust, cooperation, interdependence, and stability in order to create mutual 
benefits. 11 

Strategic Supply Chain Issues 

The importance of the supply chain ultimately comes down to providing time, place, and 
possession utility for consumer and business buyers. Without good distribution, buyers 
would not be able to acquire goods and services when and where they need them. How¬ 
ever, the expense of distribution requires that firms balance customers’ needs with their 
own need to minimize total costs. Exhibit 6.7 provides a breakdown of total distribution 
costs across key activities. Note that 42 percent of these expenses are associated with 
storing and carrying inventory—key factors in ensuring product availability for custo¬ 
mers. To manage these costs efficiently, distribution strategy must balance the needs of 
customers with the needs of the firm. 

Marketing Channel Functions Marketing channels make our lives easier because of 
the variety of functions performed by channel members. Likewise, channel members, 
particularly manufacturers, can cut costs by working through channel intermediaries. 
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EXHIBIT 6.6 Factors in Successful Supply Chain Integration 



Source: Davis, Edward W.; Speckman, Robert E., The Extended Enterprise: Gaining Competitive Advantage through Collaborative Supply Chains, 1 st ed., 
© 2004 . 


The most basic benefit of marketing channels is contact efficiency, where channels 
reduce the number of contacts necessary to exchange products. Without contact effi¬ 
ciency, we would have to visit a bakery, poultry farm, slaughterhouse, and dairy just to 
assemble the products necessary for breakfast. Likewise, contact efficiency allows compa¬ 
nies such as Del Monte Foods to maximize product distribution by selling to select 
intermediaries. For Del Monte, Walmart stores account for over 31 percent of the com¬ 
pany’s sales volume. Del Monte’s next nine largest customers account for another 30 
percent of the company’s sales. These percentages will increase if additional consolida¬ 
tion among food retailers and growth of mass merchandisers continues. 12 

Throughout a marketing channel, some firms are good at manufacturing, some are 
good at transportation or storage, and others are better at selling to consumers. Given 
the costs involved, it is virtually impossible for a single firm to perform all channel 
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6.7 Breakdown of Total Distribution Costs 



□ Customer Service/ 
Order Entry 

□ Administration 

□ Transportation 

□ Warehousing 

□ Inventory Carrying 


Source: From ‘Proportion Cost of Each Distribution Function as a Percentage of Total Distribution Costs’ in “Logistics Cost and Service 2009,” © 2009 
Establish, Inc. (Forth Lee, NJ), www.establishinc.com. Reprinted by permission of Establish, Inc. 


functions well. As a result, channel intermediaries typically attain a level of specialization 
in one or more of the following functions: 

Sorting. Manufacturers make one or a few products while customers need a wide 
variety and deep assortment of different products. By sorting products in the channel, 
intermediaries overcome this discrepancy of assortment. 

Breaking Bulk. Manufacturers produce large quantities of a product to gain the 
benefits of economies of scale. However, customers typically want only one of a 
particular item. By breaking bulk in the channel, intermediaries—particularly 
retailers—overcome this discrepancy of quantity. 

Maintaining Inventories. Since manufacturers cannot make products on demand, the 
channel must provide for the storage of products for future purchase and use. By 
maintaining inventories, intermediaries overcome this temporal (time) discrepancy. 
Note that this does not apply to services—such as haircuts or airline flights—where 
the product is produced and consumed simultaneously. 

Maintaining Convenient Locations. Since manufacturers and customers are 
separated geographically, the channel must overcome this spatial discrepancy by 
making products available in convenient locations. 

Provide Services. Channels add value to products by offering facilitating services (e.g., 
insurance, storage, financing) and standardizing the exchange process (e.g., payment 
processing, delivery, pricing). 

With the exception of highly intangible services like consulting, education, or counsel¬ 
ing, the fulfillment of these functions occurs in every marketing channel. Also, these 
functions must be fulfilled in order for the channel to operate effectively. It does not 
matter which intermediary performs these functions; the fact remains that they must be 
performed. For example, Sam’s Club does not break bulk in the traditional sense. Sam’s 
customers buy in large quantities and actually break bulk after purchase. Further, many 
emerging trends in distribution and supply chain management have blurred the respon¬ 
sibilities of different intermediaries. Today, large retailers are essentially a one-stop chan¬ 
nel of distribution. Due to their immense size and bulk buying ability, these firms now 
fulfill virtually all traditional channel functions. 
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Marketing Channel Structure There are many strategic options for the structure of 
a marketing channel; these strategies are often complex and very costly to implement. 
However, a good distribution strategy is essential for success because once a firm selects 
a channel and makes commitments to it, distribution often becomes highly inflexible due 
to long-term contracts, sizable investments, and commitments among channel members. 
There are three basic structural options for distribution in terms of the amount of mar¬ 
ket coverage and level of exclusivity between vendor and retailer: 

Exclusive Distribution. Exclusive distribution is the most restrictive type of market 
coverage. Firms using this strategy give one merchant or outlet the sole right to sell a 
product within a defined geographic region. 

Selective Distribution. Firms using selective distribution give several merchants or 
outlets the right to sell a product in a defined geographic region. Selective distribution 
is desirable when customers need the opportunity to comparison shop, and after-sale 
services are important. 

Intensive Distribution. Intensive distribution makes a product available in the 
maximum number of merchants or outlets in each area to gain as much exposure and 
as many sales opportunities as possible. 

Channel structure is clearly linked to other elements in the marketing program and can be 
an integral part of both branding strategy and product positioning. For example, exclusive dis¬ 
tribution is commonly associated with prestige products, major industrial equipment, or with 
firms that attempt to give their products an exclusive or prestige image (for example, BMW, 
Jaguar, and Mercedes). Firms that pursue exclusive distribution usually target a single, well- 
defined market segment. Selective distribution is used across many product categories, includ¬ 
ing clothing (Tommy Hilfiger), cosmetics (Clinique), electronics (Bose), franchising (McDo¬ 
nald’s), and premium pet food (Science Diet). These and other companies carefully screen the 
image and selling practices of merchants to ensure that they match those of the manufacturer 
and its products. Intensive distribution is the best option for most consumer convenience 
goods, such as candy, soft drinks, over-the-counter drugs, or cigarettes; and for business office 
supplies like paper and toner cartridges. To gain this visibility and sales volume, the manufac¬ 
turer must give up a good degree of control over pricing and product display. If a customer 
cannot find one firm’s products in a given location, they will simply substitute another brand 
to fill the need. 



Clinique’s line of upscale cosmetics is an example of a product made available through selective distribution. 
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True supply chain integration requires a fundamental 
change in how channel members work together. Among these changes is a move from 
a “win-lose” competitive attitude to a “win-win” collaborative approach in which there 
is a common realization that all firms in the supply chain must prosper. Consider the 
Toro Company that sells turf maintenance equipment, irrigation systems, landscaping 
equipment, and yard products to both professional and residential markets. This requires 
many different distributors and dealers (many of which are quite small), as well as sup¬ 
plying products to large national retailers such as Home Depot. If one of Toro’s products 
is made available in Home Depot, it is likely to have a lower retail price (due to bulk 
buying) than the same or similar product at a local tractor supply company. This situa¬ 
tion is clearly not in the best interests of the local firm, so it will strive to put its interests 
ahead of others in the supply chain. However, the local tractor supply company also 
understands that it must service Toro equipment—no matter where it was purchased— 
if it is to remain a certified service facility. For the local firm, putting the needs of the 
supply chain ahead of its own needs is likely to create tension and conflict with the 
Toro Company. In situations like this, each firm will exhibit a different degree of author¬ 
ity or power in managing or controlling the activities within the supply chain. There are 
five basic sources of power in a supply chain: 13 

Legitimate Power. This power source is based on the firm’s position in the supply 
chain. Historically, manufacturers held most of the legitimate power, but this power 
balance shifted to retailers in the 1990s. In today’s economy, retailers still wield a 
great deal of power; but consumers are clearly in charge. 

Reward Power. The ability to help other parties reach their goals and objectives is the 
crux of reward power. Rewards may come in terms of higher volume sales, sales with 
more favorable margins, or both. Individual salespeople at the buyer end of the 
channel may be rewarded with cash payments, merchandise, or vacations to gain 
more favorable presentation of a manufacturer’s or wholesaler’s products. 

Coercive Power. The ability to take positive outcomes away from other channel 
members, or the ability to inflict punishment on other channel members. For 
example, a manufacturer may slow down deliveries or postpone the availability of 
some portions of a product line to a wholesaler or retailer. Likewise, a retailer can 
decide to not carry a product, not promote a product, or to give a product 
unfavorable placement on its shelves. 

Information Power. Having and sharing knowledge is the root of information power. 
Such knowledge makes channel members more effective and efficient. Information 
power may stem from knowledge concerning sales forecasts, market trends, 
competitive intelligence, product uses and usage rates, or other critical pieces of 
information. In many supply chains, retailers hold the most information power 
because their close proximity to customers gives them access to data and information 
that is difficult to obtain from other sources. 

Referent Power. Referent power has its basis in personal relationships and the fact 
that one party likes another party. It has long been said that buyers like to do business 
with salespeople they enjoy being around. This is still true, but increasingly referent 
power has its roots in firms wanting to associate with other firms, as opposed to 
individual one-on-one relationships. Similar cultures, values, and even information 
systems can lead to the development of referent power. 

Powerful channel members have the ability to get other firms to do things they other¬ 
wise would not do. Depending on how the channel member uses its influence, power can 
create considerable conflict, or it can make the entire supply chain operate more 
smoothly and effectively. Today, discount mass merchandise retailers—like Walmart, 
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Costco, and Target—and category focused retailers (also known as category killers)— 
such as Best Buy, Barnes & Noble, Office Depot, and AutoZone—hold the power in 
most consumer channels. The sheer size and buying power of these firms allows them 
to demand price concessions from manufacturers. They also perform their own whole¬ 
saling functions; therefore, they receive trade discounts traditionally reserved for true 
wholesalers. Likewise, their control over retail shelf space allows them to dictate when 
and where new products will be introduced. Manufacturers typically must pay hefty 
fees, called slotting allowances, just to get a single product placed on store shelves. 
Finally, their closeness to millions of customers allows these large retailers to gather valu¬ 
able information at the point of sale. As mentioned previously, control over information 
is a valuable commodity and a source of power in virtually all supply chains. 

Trends in Supply Chain Strategy 

In addition to the strategic supply chain issues discussed to this point, a number of 
trends have shaped the structure of marketing channels and the ways that supply chains 
function. In this section, we examine a number of these trends. 

Technological Improveme Significant advancements in information processing 
and digital communication have created new methods for placing and filling orders for 
both business buyers and consumers. The growth of the Internet and electronic com¬ 
merce is the most obvious sign of these changes. As business buyers and consumers 
more fully embrace these technologies, the growth of e-commerce is expected to flourish. 
For example, e-commerce accounted for fewer than 20 percent of transactions in the 
manufacturing sector in 2002. Today, that number is over 46 percent. In the wholesaling 
sector, e-commerce accounts for roughly 25 percent of all transactions. Conversely, e- 
commerce accounts for only 4.4 percent of all retail transactions, and only 2.3 percent 
of transactions in service-based industries. Still, e-commerce in these consumer markets 
is growing at roughly 16 percent per year. These statistics show that electronic commerce 
still has a great deal of room to grow, especially in consumer markets. 14 

Another promising technology is radio frequency identification (RFID), which 
involves the use of tiny computer chips with radio transmission capability that can 
be attached to a product or its packaging. The radio signals reflected from the chip 
can be used to track inventory levels and product spoilage, or prevent theft. They 
can also be used for instantaneous checkout of an entire shopping cart of items. As 
addressed in Beyond the Pages 6.3, large retailers and packaged goods manufacturers 
have adopted RFID, which will eventually replace bar codes as a means to manage 
inventory. 15 Innovations in web-based communication technologies such as global 
positioning, are also taking rail and truck equipment to a new level of service in sup¬ 
ply chain integration. 

Outsourcing Channel Function Outsourcing—shifting work activities to businesses 
outside the firm—is a rapidly growing trend across many different industries and supply 
chains. 17 In the past, outsourcing was used primarily as a way of cutting expenses asso¬ 
ciated with labor, transportation, or other overhead costs. Today, though cutting 
expenses is still a main factor, the desire of many firms to focus on core competencies 
drives outsourcing. By outsourcing non-core activities, firms can improve their focus on 
what they do best, free resources for other purposes, and enhance product differentiation— 
all of which lead to greater opportunities to develop and maintain competitive advantages. 
The hourly labor costs in countries such as China, India, and Mexico are far less than in the 
United States or Europe. These developing countries have improved their manufacturing 
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Beyond the Pages 6.3 

Walmart’s Supply Chain Advantages 16 


Walmart Stores Inc.—the world's largest retailer—is 
possibly the most controversial business in America. 
With over 10,000 stores globally, sales over $444 bil¬ 
lion in 2012, and approximately 2.2 million employees 
worldwide (of these, 1.4 million are U.S. employees), 
managing stakeholder relationships is a major chal¬ 
lenge. The Walmart that saves the average family an 
estimated $2,300 per year has its critics. Walmart 
claims that it is committed to improving the standard 
of living for its customers throughout the world. Their 
key strategy is a broad assortment of quality mer¬ 
chandise and services at everyday low prices (EDLP) 
while fostering a culture that claims to reward and 
embrace mutual respect, integrity, and diversity. Wal¬ 
mart uses the data it collects about customers, as well 
as data collected throughout its distribution system to 
maintain its competitive advantage and low costs. 

Walmart is not only the world's largest retailer, it 
also operates the world's largest data warehouse, an 
organization-wide data collection and storage system 
that gathers data from all of the firm's critical operat¬ 
ing systems as well as from selected external data 
sources. Walmart's data warehouse contains more 
than 2,000 terabytes (or 2 petabytes) of data with 
sales information on every item it sells (roughly 200 
million transactions per week). 

Walmart collects reams of data about products 
and customers primarily from checkout scanners at 
its Walmart discount and Sam's Club membership 
stores. Clerks and managers may also use wireless 
handheld units to gather additional inventory data. 
The company stores the detailed data and classifies 
it into categories such as product, individual store, or 
region. The system also serves as a basis for the 
Retail Link decision-support system between Walmart 
and its suppliers. Retail Link permits some vendors, 
like Kraft, to access data about how well their pro¬ 
ducts are selling at Walmart stores. 

The mountain of data Walmart collects helps boost 
efficiency dramatically by matching product supplies 
to demand. This information, for example, helped the 
firm determine to stock not only flashlights but also 


extra strawberry Pop-Tarts prior to a hurricane strike 
on the coast. (It seems that Pop-Tart sales increase as 
much as seven times their normal rate ahead of a hur¬ 
ricane.) The data may also help the company track 
supplier performance, set ideal prices, and even 
determine how many cashiers to schedule at a certain 
store on a certain day. Most importantly, it helps the 
retailer avoid carrying too much inventory or not hav¬ 
ing enough to satisfy demand. 

Technology is a driving force in operational 
efficiency that lowers costs for Walmart. The 
merchandise-tracking system uses RFID to ensure that 
a product can be tracked from the time it leaves the sup¬ 
plier's warehouse to the time it enters and leaves a Wal¬ 
mart store. Walmart began the move to RFID in 2004 by 
insisting that its top 100 suppliers adopt RFID technol¬ 
ogy. Supplier adoption has been slowed because the 
cost to suppliers is much larger than the cost to Wal¬ 
mart (suppliers must continually buy RFID tags while 
Walmart only needs a system to read the tags). The 
cost to adopt and implement RFID technology has 
been estimated to be roughly $9 million per supplier. 

RFID helps Walmart keep its shelves stocked and 
curbs the loss of retail products as they travel through 
the supply chain. RFID at Walmart has directly 
resulted in a 16 percent reduction in stockouts and a 
67 percent drop in replenishment times. As custo¬ 
mers go through checkout, the RFID system swiftly 
combines point-of-sale data on their purchases with 
RFID-generated data on what is available in the stock- 
room to produce pick lists that are automatically cre¬ 
ated in real time. It also ensures that suppliers are 
notified when products are sold and can ensure that 
enough of a product is always at a particular store. 
This strategy also results in time and labor savings 
because Walmart associates no longer need to scan 
shelves to determine what is out of stock; nor do 
they have to scan cartons and cases arriving at the 
stockroom. The scanners tag incoming pallets and 
translate the data into supply chain management 
database forecasting models to address out-of-stock 
items and reduce stocking/restocking mix-ups. 
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capabilities, infrastructure, and technical and business skills, making them more attractive 
regions for global sourcing. 

On the other hand, the costs and risks of outsourcing halfway around the world must 
be taken into consideration. Firms that outsource give up a measure of control over key 
factors such as data security and the quality of service delivered to customers. To combat 
these issues, many firms have shifted from outsourcing to offshoring of their own activi¬ 
ties. These companies set up their own offshore operations (called captives) to handle 
business processes where wage rates are lower. ANZ Bank (Australia and New Zealand 
Banking Group), for example, uses a captive operation in India to handle back-office 
processing for credit cards, mortgages, wealth management, human resources, and IT 
development. 18 

As illustrated in Exhibit 6.8, information technology is the primary activity out¬ 
sourced today. Currently, however, firms are shifting supporting processes to outside 
businesses. These supporting processes include administrative activities, distribution, 
human resources, financial analysis, call centers, and even sales and marketing. When a 
firm has significant needs and insufficient in-house expertise, the importance of outsour¬ 
cing will increase. For example, an entire industry known as 3PLs (third party logistics 
providers) has emerged in the United States and Europe as retailers look toward outside 
expertise as a way to reduce costs and make their products more readily available. In 
fact, roughly 77 percent of Fortune 500 firms use 3PLs to manage inventories and handle 
the physical movement of products in the supply chain to ensure that items are in the 
right amounts and in the right places when needed. 19 



Past 


Present 


Future 


Source: Adapted from Edward W. Davis and Robert E. Speckman, The Extended Enterprise (Upper Saddle River, NJ: Prentice Hall Financial 
Times, 2004), p. Ill, based on information from Forrester Research, Inc. 
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The Growth of Nontraditional Channels While the traditional marketing channel 
of manufacturer to wholesaler to retailer is alive and well today, customers’ demands for 
lower prices and greater convenience have put pressure on all channel intermediaries to 
justify their existence. Every time a different intermediary handles a product, the cost to 
the final customer increases. This places a great deal of downward pressure on profit 
margins as firms struggle to balance their need for profit with the need to offer custo¬ 
mers good value and fair prices. Under such circumstances, the channel typically evolves 
into a more direct form. Keep in mind, however, that channel evolution does not replace 
or alter the basic functions that all channels must perform (e.g., sorting, breaking bulk, 
holding inventory, etc.). Even after the elimination of certain channel intermediaries, 
other firms—or even the customer—will have to step in and fulfill these basic 
functions. 

A number of nontraditional channels have emerged to expand opportunities for more 
direct distribution. The fastest growing example of this trend is e-commerce. However, 
there are other forms of direct distribution that occur outside the traditional “bricks- 
and-mortar” of physical stores: 

Catalog and Direct Marketing. Some of the most popular and successful direct 
merchants, including Lands’ End, J. Crew, IKEA, Cabela’s, and GEICO Insurance, are 
catalog and direct marketers. 

Direct Selling. These merchants sell through face-to-face contact with sales associates. 
Examples include Avon, Tupperware, Discovery Toys, and Pampered Chef. Avon is 
far and away the largest with over $11 billion in sales each year. 

Home Shopping Networks. Networks like QVC and the Home Shopping Network 
serve millions of satisfied customers every week. 

Vending. The advantage of vending is 24/7/365 product availability in virtually any 
location. Though soft drinks account for over 50 percent of vending sales, products 
such as flowers, toothpaste, movies, and fishing bait can now be purchased via 
vending machines. 

Direct Response Advertising. Many companies sell music, toy, and book products 
via television commercials and 1-800 phone numbers. One of the largest is Time Life, 
which sells millions of books, CDs, and DVDs each year. Infomercials, a cross 
between an advertisement, a news program, and a documentary, are also popular 
programs for products such as exercise equipment and kitchen appliances. 

One of the benefits of nontraditional channels for manufacturers is the ability to offer 
two or more lines of the same merchandise through two or more channels (often called 
dual distribution), thus increasing sales coverage. For example, Hallmark sells its highly 
respected Hallmark line of greeting cards primarily through selective distribution at Hall¬ 
mark stores. They make their Ambassador and Shoebox Greetings card lines available on 
an intensive basis through supermarkets, drug stores, and discount retailers. In addition, 
Hallmark offers both cards and e-cards online. One of the consequences of using multi¬ 
ple channels, however, is that it increases the risk of disintermediation, where customers 
deal directly with manufacturers and bypass traditional channel intermediaries. Conse¬ 
quently, the use of multiple channels can create conflict between the manufacturer and 
its supply chain partners. For example, Apple sells the same products in its online store, 
its physical stores, at large retailers (Best Buy, Walmart, Target), and at Amazon, among 
others. It is quite common for customers to look at Apple products in retail stores, but 
then make the actual purchase online at either Apple or Amazon (sometimes even while 
standing in the store). Amazon’s low prices, free shipping, and lack of sales tax in many 
states also puts physical stores at a disadvantage. For these reasons, manufacturers must 
carefully weigh the benefits of dual distribution against its potential drawbacks. 
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Integrated Marketing Communications 

Without a doubt, promotion and marketing communications are the most ubiquitous 
elements of any firm’s marketing program. This is not surprising because promotional 
activities are necessary to communicate the features and benefits of a product to the 
firm’s intended target markets. Marketing communications includes conveying and shar¬ 
ing meaning between buyers and sellers, either as individuals, firms, or between indivi¬ 
duals and firms. Integrated marketing communications (IMC) refers to the strategic, 
coordinated use of promotion to create one consistent message across multiple channels 
to ensure maximum persuasive impact on the firm’s current and potential customers. 
IMC takes a 360-degree view of the customer that considers each and every contact 
that a customer or potential customer may have in his or her relationship with the 
firm. The key to IMC is consistency and uniformity of message across all elements of 
promotion as shown in Exhibit 6.9. 

Due to the many advantages associated with IMC, most marketers have adopted inte¬ 
grated marketing as the basis for their communication and promotion strategies. By 
coordinating all communication “touch points,” firms using IMC convey an image of 
truly knowing and caring about their customers that can translate into long-term cus¬ 
tomer relationships. Likewise, IMC reduces costs and increases efficiency because it can 
reduce or eliminate redundancies and waste in the overall promotional program. Many 
firms have embraced IMC because mass-media advertising has become more expensive 
and less predictable than in the past. As discussed in Beyond the Pages 6.4, marketers are 
being forced to adopt new marketing strategies as advancing technology and customer 
preferences are threatening to make traditional forms of promotion obsolete. Many 
firms are also embracing technology in order to target customers directly through prod¬ 
uct placement and online promotion. This increased focus on individual customers 
requires that the overall promotional program be integrated and focused as well. 


EXHIBIT 6.9 Components of IMC Strategy 
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Beyond the Pages 6.4 

Fragmentation Forever Changes Media Advertising 20 


The increasing fragmentation of consumer audiences 
has forever changed the way both media and adverti¬ 
sers do business. The problem is that consumers' 
attention is being spread across an increasing array 
of media and entertainment choices, including the 
Internet, targeted cable programming, video-on- 
demand, DVR, iPods/iPads, video games, movies, 
and mobile devices such as smartphones. Today, 
mass audiences are dwindling fast as consumers 
spend less time with traditional media such as televi¬ 
sion, magazines, and newspapers. Consumers now 
expect to use media whenever and wherever they 
want, and on any device. They are no longer wed to 
full-length television programming or to leisurely 
reading the newspaper. For advertisers, the trend is 
alarming because their traditional bread-and-butter 
demographic is fragmenting the most. For example, 
the number of 18- to 34-year-old men who watch 
primetime television has declined steadily since 
2000. Those who do watch television increasingly 
use DVR devices to skip advertising. Today, DVR 
usage accounts for 8 percent of all U.S. TV viewing 
time, which is higher than both video games and 
DVDs. 

These changes are forcing marketers to adapt by 
finding newer, more effective ways to reach their tar¬ 
get audiences. One way marketers are countering the 
trend is by linking sales promotion to target markets 
through strategic integration into related media pro¬ 
gramming. Company sponsorship of programming 
or events can allow a close connection between 
brand and target market. For example, Bravo's Top 
Chef has successfully partnered with Toyota, Clorox, 
Food & Wine Magazine, Campbell Soup, Diet Dr. Pep¬ 
per, and Quaker. Sponsorship opportunities like these 
work better than traditional advertising, especially 
with respect to brand recall. Bank of America, for 
example, achieves an astounding 39 percent average 
recall when it sponsors a sporting event. Nike (21 per¬ 
cent), Buick (14 percent), American Express (13 per¬ 
cent), and FedEx (11 percent) have reported similar 
successes with sports sponsorships. 

In addition to outright sponsorship of popular pro¬ 
grams, marketers also make deals with television and 
cable networks, as well as movie studios, to place 
their products into actual programs and films. In¬ 


program product placements have been successful 
in reaching consumers as they are being entertained, 
rather than during the competitive commercial 
breaks. Reality programming in particular has been a 
natural fit for product placement because of the close 
interchange between the participants and the pro¬ 
ducts (e.g. Coca Cola and American Idol-, Sears and 
Extreme Makeover: Home Edition). Furthermore, six¬ 
teen brands were prominently featured in the recent 
hit movie. The Avengers. Acura, in particular, signed 
a multi-picture deal with Marvel to showcase its cars 
in upcoming films. 

Media companies themselves have also been 
forced to adapt, most notably by fragmenting their 
content and business models to match their fragmen¬ 
ted audiences. One way that companies have 
addressed the problem is by making their content 
available on multiple platforms. CBS, for example, 
first experimented with its broadcast of the 2008 
NCAA Basketball Tournament by broadcasting live 
action on the Internet. The service, called March Mad¬ 
ness on Demand, attracted roughly 5 million different 
online viewers and over $30 million in advertising 
revenue during the tournament. More recently, CBS 
switched to a paid model with March Madness Live. 
For $3.99, fans could watch high quality streams on 
their Apple and Android devices. The games were 
still available for free on CBSSports.com. As these 
and other examples illustrate, the key to meeting the 
demands of fragmented audiences is to disaggregate 
content and make it available a la carte style. Consu¬ 
mers prefer to access content (songs, movies, TV 
shows, news) when, where, and how they want it 
without having to purchase entire albums, programs, 
or networks. 

Despite the challenges of reaching fragmented 
audiences, the trend actually has a big side benefit. 
The science behind traditional broadcast television 
ratings and audience measurement has always been 
uncertain. With on-demand services, advertisers are 
able to precisely measure audience characteristics 
whether the content is delivered via the Internet, 
cable, or wireless devices. This one-two punch of 
profits and precise measurement may mark the 
death of the traditional 30-second primetime televi¬ 
sion spot. 
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Strategic Issues in Integrated Marketing Communications 

When selecting elements to include in the IMC program, it is important to take a holistic 
perspective that coordinates not only all promotional elements but also the IMC pro¬ 
gram with the rest of the marketing program (product, price, and supply chain strategy). 
Taking this approach allows a firm to communicate a consistent message to target cus¬ 
tomers from every possible angle, thereby maximizing the total impact on those custo¬ 
mers. For example, if the advertising campaign stresses quality, the sales force talks 
about low price, the supply chain pushes wide availability, and the website stresses prod¬ 
uct innovation, then what is the customer to believe? Not readily seeing that a product 
can deliver all these benefits, the customer is likely to become confused and go to a com¬ 
petitor with a more consistent message. 

All too frequently, firms rush to launch an intensive IMC campaign that has no clear 
promotional objectives. The vast majority of promotion activities do not create results in 
the short term, so firms must focus on long-term promotional objectives and have the 
patience to continue the program long enough to gauge true success. It takes a great 
deal of time, effort, and resources to build a solid market position. Promotion based on 
creativity alone, unlinked to the rest of the marketing strategy, can waste limited and 
valuable marketing resources. 

Ultimately, the goals and objectives of any promotional campaign culminate in the 
purchase of goods or services by the target market. The classic model for outlining pro¬ 
motional goals and achieving this ultimate outcome is the AIDA model—attention, 
interest, desire, and action: 

Attention. Firms cannot sell products if the members of the target market do not 
know they exist. As a result, the first major goal of any promotional campaign is to 
attract the attention of potential customers. 

Interest. Attracting attention seldom sells products. Therefore, the firm must spark 
interest in the product by demonstrating its features, uses, and benefits. 

Desire. To be successful, firms must move potential customers beyond mere interest 
in the product. Good promotion will stimulate desire by convincing potential 
customers of the product’s superiority and its ability to satisfy specific needs. 

Action. After convincing potential customers to buy the product, promotion must 
then push them toward the actual purchase. 

The role and importance of specific promotional elements vary across the steps in the 
AIDA model. Mass-communication elements, such as advertising and public relations, 
tend to be used more heavily to stimulate awareness and interest due to their efficiency 
in reaching large numbers of potential customers. Along with advertising, sales promo¬ 
tion activities, such as product samples or demonstrations, are vital to stimulating inter¬ 
est in the product. The enhanced communication effectiveness of personal selling makes 
it ideally suited to moving potential customers through internal desire and into action. 
Other sales promotion activities, such as product displays, coupons, and trial-size pack¬ 
aging, are well suited to pushing customers toward the final act of making a purchase. 

Alongside the issue of promotional goals and objectives, the firm must also consider 
its promotional goals with respect to the supply chain. In essence, the firm must decide 
whether it will use a pull strategy, a push strategy, or some combination of the two. 
When firms use a pull strategy, they focus their promotional efforts toward stimulating 
demand among final customers, who then exert pressure on the supply chain to carry 
the product. The coordinated use of heavy advertising, public relations, and consumer 
sales promotion has the effect of pulling products through the supply chain, hence its 
name. In a push strategy, promotional efforts focus on members of the supply chain, 
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such as wholesalers and retailers, to motivate them to spend extra time and effort on 
selling the product. This strategy relies heavily on personal selling and trade sales pro¬ 
motion to push products through the supply chain toward final customers. 

Coordinating promotional elements within the context of the entire marketing pro¬ 
gram requires a complete understanding of the role, function, and benefits of each ele¬ 
ment. The advantages and disadvantages of each element must be carefully balanced 
against the promotional budget and the firm’s IMC goals and objectives. To ensure a 
constant and synergistic message to targeted customers, the firm must ultimately decide 
how to weigh each promotional element in the overall IMC strategy. The next sections 
take a closer look at the four key elements that comprise most IMC programs. 

Advertising 

Advertising is a key component of promotion and is usually one of the most visible ele¬ 
ments of an integrated marketing communications program. Advertising is paid, non¬ 
personal communication transmitted through media such as television, radio, magazines, 
newspapers, direct mail, outdoor displays, the Internet, and mobile devices. Exhibit 6.10 
outlines the changing trends in U.S. media advertising. Note that after tremendous 
growth over the last decade, spending on Internet advertising has slowed dramatically. 


Change in U.S. Measured Ad Spending, 2010-2011 


Media Sector 

Percent Change 

Television 

2.4 

• Network 

-2.0 

• Cable 

7.7 

• Spot TV 

-4.5 

• Syndication 

15.4 

• Spanish Language 

8.3 

Magazines 

-0.4 

• Consumer 

0.0 

• B-to-B 

0.8 

• Sunday 

-7.2 

• Local 

-2.9 

• Spanish Language 

24.9 

Newspaper 

-3.7 

• Local 

-3.8 

• National 

-3.6 

• Spanish Language 

1.9 

Internet 

0.4 

• Paid Search 

-2.8 

• Display 

5.5 

Radio 

-0.6 

Outdoor Media 

6.5 


Source: Kantar Media (http://kantarmediana.com/intelligence/press/us-advertismg-expenditures-increased- 
08-percent-2011 ), March 12, 2012. 
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Newspapers, magazines, and radio continue to struggle with meaningful declines in ad 
revenues. This spending pattern follows trends in media usage as consumers are spend¬ 
ing more time online and less time with traditional media. The major bright spot in 
recent ad spending figures is the growth in Spanish language advertising. This is not sur¬ 
prising considering the rapid growth of the Hispanic population in the United States. In 
addition, Hispanics wield nearly $1 trillion in buying power—a number expected to 
increase to $1.5 trillion by 2015. By then, Hispanics will account for 11 percent of the 
total buying power in the United States. 21 

As the use of traditional media declines, advertisers are accelerating their use of 
Internet-based advertising methods. As shown in Exhibit 6.11, the bulk of Internet- 
based ad spending—which now totals almost $32 billion in the U.S.—comes from search 
advertising (despite the recent decline noted in Exhibit 6.10), followed by display/banner 
ads and classifieds. The fastest growing segment is in mobile advertising, which is up 
over 128 percent since 2010. Most of the top Internet advertisers come from the retail 
(22 percent of spending), financial services (13 percent), and telecom (12 percent) sec¬ 
tors. Although firms in these and other industries enjoy the large number of impressions 
that can be generated via Internet-based advertising, their efforts suffer from the fleeting 
nature of most online ads. Getting a potential customer to click on a banner ad or look 
at a message for more than a few seconds can be quite challenging. 

Despite the many advantages of advertising, its use does create a number of chal¬ 
lenges for companies. First, the initial expense for advertising is typically quite high, 
especially for television. Although media buys like airtime on the Super Bowl gets a lot 
of attention, the actual production cost for a 30-second commercial can also be expen¬ 
sive (the U.S. average is just under $400,000). 22 Second, many companies struggle to 
determine the correct amount of money to allocate to advertising because the effects of 
advertising are difficult to measure. There are many factors that can determine a firm’s 
decision about the appropriate level to fund advertising activities, including the 
geographic size of the market, the distribution or density of customers, the types of 
products advertised, sales volume relative to the competition, and the firm’s budget. 
While setting the budget too high will obviously result in waste and lower profits, setting 


EXHIBIT 6. Internet Ad Revenues by Advertising Format, 2011 





■ Search 
Display/Banner 

■ Classifieds 
Digital Video 
Lead Generation 

■ Mobile 
Rich Media 
Sponsorship 

■ Email 


Source: “IAB Internet Advertising Revenue Report 2011,” Interactive Advertising Bureau, April 2012 (http://www.iab. 
net/media/file/IAB_Internet_Advertising_Revenue_Report_FY_20 11. pdf). 
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the budget too low may be worse. Firms that do not spend enough on advertising find it 
very difficult to stand out in an extremely crowded market for customer attention. 

Third, it is usually very difficult to evaluate the effectiveness of advertising. Many of 
the effects and outcomes of advertising take a long time to develop, especially regarding 
important outcomes such as enhanced brand image, corporate reputation, and positive 
product attitudes. The effect of advertising on sales lags in some cases, with the effect 
occurring long after the campaign has ended. The seemingly unending methods that 
can be used to evaluate advertising effectiveness further complicate the task of measuring 
advertising results. Some methods include evaluating the achievement of advertising 
objectives; assessing the effectiveness of advertising copy, illustrations, and layouts; and 
evaluating the effectiveness of various media. Effectiveness measures can also look at dif¬ 
ferent market segments and their responses to advertising—including brand image; atti¬ 
tudes toward the advertising, the brand, or the firm; and actual customer purchasing 
behavior. 

Finally, most marketers struggle with the fine line between what is permissible and 
not permissible in advertising. In addition to cultural and stylistic considerations, mar¬ 
keters must also carefully consider how they portray their products to potential custo¬ 
mers. For example, the Federal Trade Commission fined both Skechers ($40 million) 
and Reebok ($25 million) for false claims about their fitness shoes. The FTC found that 
both companies misled consumers with ads claiming that using their shoes would lead to 
a more perfect body. 23 Product claims are also important in comparative advertising, 
which occurs when one firm compares its product with one or more competing products 
on specific features or benefits. Comparative advertising is common in product catego¬ 
ries such as soft drinks, automobiles, computers, and over-the-counter medications. In 
some cases, this comparison is direct, as in Burger King’s “Whopper Virgin” taste test, 
where the company had people who had never tasted a hamburger before compare a 
McDonald’s Big Mac with the Burger King Whopper. In other cases, the comparison 
used in the advertisement is indirect or implied. Procter & Gamble uses this tactic 
when promoting its Gillette razors as “The Best a Man Can Get.” The implied compari¬ 
son in this case involves all competing razors on the market. Under the provisions of the 
Trademark Law Revision Act, marketers using comparative advertising must ensure they 
do not misrepresent the characteristics of competing products. 

Public Relations 

Public relations is one component of a firm’s corporate affairs activities. The goal of pub¬ 
lic relations is to track public attitudes, identify issues that may elicit public concern, and 
develop programs to create and maintain positive relationships between a firm and its 
stakeholders. A firm uses public relations to communicate with its stakeholders for the 
same reasons that it develops advertisements. Public relations can be used to promote 
the firm, its people, its ideas, and its image and can even create an internal shared under¬ 
standing among employees. Because various stakeholders’ attitudes toward the firm affect 
their decisions relative to the firm, it is very important to maintain positive public 
opinion. 

Public relations can improve the public’s general awareness of a company and can 
create specific images such as quality, innovativeness, value, or concern for social issues. 
For example, New Belgium Brewery in Fort Collins, Colorado, has a strong reputation 
for its stance on environmental efficiency and conservation. The brewery takes an 
aggressive stance toward recycling and uses windmills to generate electricity. 24 Likewise, 
Starbucks has gained international awareness through its fair treatment of employees. 
The company was also the first coffee retailer to establish a global code of conduct for 
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fair treatment of agricultural suppliers—the small farmers who supply the coffee beans 
for its products. 

Firms use a number of public relations methods to convey messages and to create the 
right attitudes, images, and opinions. Public relations is sometimes confused with public¬ 
ity. Although publicity is one part of public relations, it is more narrowly defined to 
include the firm’s activities designed to gain media attention through articles, editorials, 
or news stories. By encouraging the media to report on a firm’s accomplishments, pub¬ 
licity helps maintain positive public awareness, visibility, and a desired image. Publicity 
can be used for a single purpose, such as to launch a new product or diminish the pub¬ 
lic’s opinion regarding a negative event, or it can be used for multiple purposes to 
enhance many aspects of the firm’s activities. Having a good publicity strategy is impor¬ 
tant because publicity can have the same effect as advertising, though typically with 
greater credibility. There are a number of different methods used in public relations 
and publicity efforts: 

News (or Press) Releases. A news release is a few pages of typewritten copy— 
typically fewer than 300 words—used to draw attention to a company event, product, 
or person affiliated with the firm. News releases can be submitted to newspapers, 
magazines, television contacts, suppliers, key customers, or even the firm’s employees. 
Feature Articles. A feature article is a full-length story prepared for a specific purpose 
or target audience. For example, a firm building a new production facility in northeast 
Georgia might supply a feature article to regional and local media outlets, chambers 
of commerce, local governments, and major firms in the area. Feature articles 
typically focus on the implications or economic impact of a firm’s actions. They are 
also very useful when responding to negative events or publicity. 

White Papers. White papers are similar to feature articles; however, they are more 
technical and focus on very specific topics of interest to the firm’s stakeholders. White 
papers promote a firm’s stance on important product or market issues and can be 
used to promote the firm’s own products and solutions. White papers have been used 
extensively in the information technology field where firms continually work to 
establish standards and keep up with technological innovation. 

Press Conferences. A press conference is a meeting with news media called to 
announce or respond to major events. Media personnel receive invitations to a 
specific location, with written materials, photographs, exhibits, and even products 
given to them. Multimedia materials may be distributed to broadcast stations in hopes 
that they will air some of the activities that occurred at the press conference. Firms 
typically hold press conferences when announcing new products, patents, mergers or 
acquisitions, philanthropic efforts, or internal administrative changes. 

Event Sponsorship. Corporate sponsorship of major events has become an entire 
industry in itself. Sponsorships can range from local events, such as high school 
athletics and local charities, to international events such as the Tour de France or 
NASCAR. Another popular sponsorship strategy involves the naming of sports 
stadiums and venues, such as Gillette Stadium, home to the New England Patriots. 
Employee Relations. Employee relations are every bit as important as public and 
investor relations. Employee relations’ activities provide organizational support for 
employees with respect to their jobs and lives. Employee relations can encompass 
many different activities including internal newsletters, training programs, employee 
assistance programs, and human resource programs. 

When these methods generate publicity in the media, the public perceives the message 
as having more credibility due to the implied endorsement of the media that carries the 
story. The public will typically consider news coverage more truthful and credible than 
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advertising because the firm has not paid for the media time. One major drawback of 
public relations activities is that the firm has much less control over how the message 
will be delivered. For example, many media personnel have a reputation for inserting 
their own opinions and biases when communicating a news story. Another drawback 
involves the risk of spending a great deal of time and effort in developing public relations 
messages that fail to attract media attention. 

Personal Selling and Sales Management 

Personal selling is paid personal communication that attempts to inform customers 
about products and persuade them to purchase those products. Personal selling takes 
place in many forms. For example, a Best Buy salesperson who describes the benefits of 
a HP laptop to a customer engages in personal selling. So does the salesperson who 
attempts to convince a large industrial organization to purchase photocopy machines. 
Some types of personal selling are highly complex and relational in nature. The complex¬ 
ity of these types of contracts requires a long-term, personal relationship between sales¬ 
people and companies. 

Compared to other types of promotion, personal selling is the most precise form of 
communication because it assures companies that they are in direct contact with an 
excellent prospect. Though one-on-one contact is highly advantageous, it does not 
come without disadvantages. The most serious drawback of personal selling is the cost 
per contact. In business markets, a single sales presentation can take many months and 
thousands of dollars to prepare. For instance, to give government officials a real feel for 
the design and scope of a bridge construction project. Parsons, Inc. (a large engineering 
and construction firm) must invest thousands of dollars in detailed scale models of sev¬ 
eral different bridge designs. Personal selling is also expensive due to the costs associated 
with recruiting, selecting, training, and motivating salespeople. Despite the high costs, 
personal selling plays an increasingly important role in IMC and overall marketing 
strategy. 

The goals of personal selling vary tremendously based on its role in a long-run 
approach to integrated communications. These goals typically involve finding prospects, 
informing prospects, persuading prospects to buy, and keeping customers satisfied 
through follow-up service after the sale. To effectively deliver on these goals, salespeople 
have to be not only competent in selling skills but also thoroughly trained in technical 
product characteristics. For example, pharmaceutical salespeople (drug reps) who sell to 
physicians and hospitals must have detailed training in the technical medical applications 
of the drugs and medical devices that they sell. In fact, it is not unusual for salespeople 
who sell medical implants such as knee or hip replacements to have as much technical 
training about the product as the physicians who actually implant these devices during 
surgery. Obviously, when the products and buyers are less sophisticated, salespeople will 
require much less training. 

Very few businesses can survive on the profits generated from purely transactional 
marketing (one-time purchases). For long-term survival, most firms depend on repeat 
sales and the development of ongoing relationships with customers. For this reason, per¬ 
sonal selling has evolved to take on elements of customer service and marketing research. 
More than any other part of the firm, salespeople are closer to the customer and have 
many more opportunities for communication with them. Every contact with a customer 
gives the sales force a chance to deliver exceptional service and learn more about the cus¬ 
tomer’s needs. Salespeople also have the opportunity to learn about competing products 
and the customer’s reaction toward them. These relational aspects are important—whether 
the salesperson makes a sale or not. In today’s highly competitive markets, the frontline 
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knowledge held by the sales force is one of the most important assets of the firm. In fact, 
the knowledge held by the sales force is often an important strength that can be leveraged 
in developing marketing strategy. 

Because the sales force has a direct bearing on sales revenue and customer satisfac¬ 
tion, the effective management of the sales force is vital to a firm’s marketing program. 
In addition to generating performance outcomes, the sales force often creates the firm’s 
reputation, and the conduct of individual salespeople determines the perceived ethical¬ 
ness of the entire firm. The strategic implementation of effective sales management 
requires a number of activities: 

Developing Sales Force Objectives. The technical aspects of establishing sales force 
objectives involve desired sales dollars, sales volume, or market share. These sales 
objectives can be translated into guidelines for recruiting new salespeople as well as 
setting quotas for individual salespeople. Further, individual sales objectives might be 
based on order size, the number of sales calls, or the ratio of orders to calls. 
Ultimately, sales objectives help evaluate and control sales force activities, as well as 
compensate individual salespeople. 

Determining Sales Force Size. The size of the sales force is a function of many 
variables including the type of salespeople used, specific sales objectives, and the 
importance of personal selling within the overall IMC program. The size of the sales 
force is important because the firm must find a balance between sales expenses and 
revenue generation. Having a sales force that is too large or too small can lead to 
inflated expenses, lost sales, and lost profit. 

Recruiting and Training Salespeople. Recruiting the right types of salespeople should 
be closely tied to the personal selling and IMC strategies. Firms usually recruit 
potential salespeople from a number of sources including within the firm, competing 
firms, employment agencies, educational institutions, and direct-response 
advertisements placed on the Internet, in magazines, or in newspapers. Salesperson 
recruitment should be a continuous activity because firms must ensure that new 
salespeople are consistently available to sustain the sales program. 

Controlling and Evaluating the Sales Force. Controlling and evaluating the sales 
force require a comparison of sales objectives with actual sales performance. To 
effectively evaluate a salesperson, predetermined performance standards must be in 
place. These standards also determine the compensation plan for the sales force. 
Exhibit 6.12 provides a comparison of various sales force compensation systems. 

Across many industries, sales forces have shrunk due to advances in communications 
technology and mobile computing. The development of integrated supply chains and the 
procurement of standardized products over the Internet have reduced the need for sales¬ 
people in many industries. Although these developments reduce selling costs, they create 
a major management challenge for most firms: How can firms use new technology to 
reduce costs and increase productivity while maintaining personalized, one-to-one client 
relationships? 

One of the keys to using sales technology effectively is to seamlessly integrate it with 
customer relationship management systems, competitive intelligence activities, and inter¬ 
nal customer databases. By automating many repetitive selling tasks, like filling repeat 
orders, sales technology can actually increase sales, productivity, and one-to-one client 
relationships at the same time. Although many firms develop and maintain their own 
sales automation systems, others who lack the resources to do so can turn to third- 
party providers like Salesforce.com—an on-demand, web-based provider of integrated 
CRM and sales automation solutions. Whether in-house or third party, the key to these 
solutions is integration. By pushing integrated customer, competitive, and product 
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EXHIBIT 6.12 Comparison of Sales Force Compensation Methods 


Method 

Most Useful When: 

Advantages 

Disadvantages 

Straight Salary 

• Salespeople are new 

• Salespeople move into new 
territories 

• Products require intense 
presale and postsale service 

• Easy to administer 

• Gives salespeople more 
security 

• Greater control over 
salespeople 

• More predictable selling 
expenses 

• Little or no incentive for 
salespeople 

• Salespeople require close 
supervision 

Straight Commission 

• Aggressive selling is required 

• Nonselling tasks can be 
minimized 

• The firm outsources some 
selling functions 

• Gives salespeople maximum 
incentive 

• Ties selling expenses to 
sales volume 

• Can use differential 
commissions for different 
products to boost sales 

• Less security for salespeople 

• Managers have less control over 
salespeople 

• Small accounts may receive less 
service 

Combination 

• Sales territories have similar 
sales potential 

• The firm wants to provide 
incentive and still have some 
control 

• Good balance of incentive 
and security for salespeople 

• Selling expenses are less 
predictable 

• May be difficult to administer 


Source: Adapted from William M. Pride and O.C. Ferrell, Marketing (Mason, OH: South-Western: Cengage Learning, 2010), p. 530. 


information toward the salesperson, technology can increase salesperson productivity 
and sales revenue by allowing the sales force to serve customers’ needs more effectively. 

Sales Promotion 

Despite the attention paid to advertising, sales promotion activities account for the bulk 
of promotional spending in many firms. This is especially true for firms selling consumer 
products in grocery stores and mass-merchandise retailers where sales promotion can 
account for up to 70 percent of the firm’s promotional budget. 25 Sales promotion 
involves activities that create buyer incentives to purchase a product or that add value 
for the buyer or the trade. Sales promotion can be targeted toward consumers, channel 
intermediaries, or the sales force. Roughly a third of all sales promotion expenditures are 
targeted toward the trade (wholesalers and retailers). Direct mail comprises the next larg¬ 
est expense at between 15 and 20 percent. Regardless of the activity and toward whom it 
is directed, sales promotion has one universal goal: to induce product trial and purchase. 

Most firms use sales promotion in support of advertising, public relations, or personal 
selling activities rather than as a stand-alone promotional element. Advertising is frequently 
coordinated with sales promotion activities to provide free product samples, premiums, or 
value-added incentives. For example, a manufacturer might offer free merchandise to chan¬ 
nel intermediaries who purchase a stated quantity of product within a specified time frame. 
A 7-Up bottler, for example, might offer a free case of 7-Up for every ten cases purchased 
by a retailer. On the consumer side, Coca-Cola’s innovative “Don’t Dew it” promotion took 
steps to increase market share of the company’s Vault brand over Pepsi’s Mountain Dew. In 
a bold move, Coca-Cola offered free samples of Vault by giving away 16, 20, or 24-ounce 
Vaults to consumers who purchased a 20-ounce Mountain Dew. 26 
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Consumer Sales Promotiot Any member of the supply chain can initiate consumer 
sales promotions, but manufacturers and retailers typically offer them. For manufac¬ 
turers, sales promotion activities represent an effective way to introduce new products 
or promote established brands. Coupons and product sampling are frequently used dur¬ 
ing new product launches to stimulate interest and trial. Retailers typically offer sales 
promotions to stimulate customer traffic or increase sales at specific locations. Coupons 
and free products are common examples, as are in-store product demonstrations. Many 
retailers are known for their sales promotions such as the free toys that come with kid’s 
meals at McDonald’s, Burger King, and other fast food establishments. A potentially lim¬ 
itless variety of sales promotion methods can be used in consumer markets. Truthfully, 
developing and using these methods is limited only by the creativity of the firm offering 
the promotion. However, firms will typically offer one or more of the following types of 
sales promotions to consumers: 

Coupons. Coupons reduce the price of a product and encourage customers to try new 
or established brands. Coupons can be used to increase sales volume quickly, to 
attract repeat purchasers, or even to introduce new product sizes or models. While 
coupon cutting (cutting coupons from newspapers or direct mail) was once quite 
common, the practice declined over the years. This mentality changed with the latest 
economic recession as many consumers returned to using coupons, especially new 
mobile coupons. Exhibit 6.13 demonstrates the remarkable growth in mobile coupon 
users and its connection to smartphone ownership. 

Rebates. Rebates are very similar to coupons except that they require more effort on 
the consumer’s part to obtain the price reduction. Although consumers prefer 
coupons because of the ease of use, most firms prefer rebates for several reasons. First, 
firms have more control over rebates because they can be launched and ended very 
quickly. Second, a rebate program allows the firm to collect important consumer 
information that can be used to build customer databases. The best reason is that 
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most consumers never bother to redeem rebate offers. This allows a firm to entice 
customers to purchase a product with only a minimal loss of profit. 

Samples. Free samples are one of the most widely used consumer sales promotion 
methods. Samples stimulate trial of a product, increase volume in the early stages of the 
product’s life cycle, and encourage consumers to actively search for a product. Samples 
can be distributed through the mail, attached to other products, and given out through 
personal selling efforts or in-store displays. Samples can also be distributed via less direct 
methods. For example, free samples of soap, shampoo, coffee, or sunscreen might be 
placed in hotel rooms to create consumer awareness of new products. 

Loyalty Programs. Loyalty programs, or frequent-buyer programs, reward loyal 
customers who engage in repeat purchases. These programs are popular in many 
industries due to their potential to dramatically increase profits over the long term. 
We are all familiar with the frequent-flier programs offered by major airlines. Other 
companies, such as hotels, auto rental agencies, and credit card companies, offer free 
goods or services for repeat purchases. For instance, the Discover Card provides a one 
percent cash-back bonus to each cardholder at the end of the year, and Hallmark 
rewards loyal customers with the Hallmark Gold Crown Card, which allows frequent 
buyers to accrue points that are redeemable for merchandise and discounts. 
Point-of-Purchase Promotion. Point-of-purchase (POP) promotion includes 
displays, in-store demonstrations, counter pieces, display racks, or self-service cartons 
that are designed to build traffic, advertise a product, or induce impulse purchases. 
POP promotions are highly effective because they are used in a store where 
consumers make roughly 70 to 80 percent of all purchase decisions. 

Premiums. Premiums are items offered free or at a minimum cost as a bonus for 
purchasing a product. Examples of premiums include a free car wash with a gasoline 
fill-up, a free toothbrush with a purchase of a tube of toothpaste, and the toys offered 
inside a McDonald’s Happy Meal. Premiums are good at increasing consumption and 
persuading consumers to switch brands. 



The toy prizes inside a McDonald's Happy Meal may be the best-known consumer sales promotion of all time. 
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Contests and Sweepstakes. Consumer contests, games, and sweepstakes encourage 
potential consumers to compete for prizes or try their luck by submitting their names in a 
drawing for prizes. In addition to being valuable information collection tools, contests 
and sweepstakes are good at attracting a large number of participants and generating 
widespread interest in a product. Because they require no skill to enter, sweepstakes are an 
effective way to increase sales or market share in the short term. 

Direct Mail. Direct mail, which includes catalog marketing and other printed material 
mailed to individual consumers, is a unique category because it incorporates elements 
of advertising, sales promotion, and distribution into a coordinated effort to induce 
customers to buy. The use of direct mail has grown tremendously in recent years due 
to consumer time constraints, relatively low cost, and the advent of sophisticated 
database management tools. 

Firms can use any one or all of these consumer promotion methods in their overall 
IMC program. However, the choice of one or more methods must be made in consider¬ 
ation of the firm’s IMC objectives. Furthermore, the choice must also consider the use of 
sales promotions by competitors and whether a particular method involves ethical or 
legal dimensions. Consumer sweepstakes, in particular, have specific legal requirements 
to ensure that each entrant has an equally likely chance of winning. 

Business (Trade) Sales Promotion Sales promotion in business markets, or trade 
promotion, is generally the largest expense in a firm’s total sales promotion budget. By 
targeting channel intermediaries with promotional activities, manufacturers hope to push 
their products through the channel by increasing sales and encouraging increased effort 
among their channel partners. Manufacturers use many of the same promotional meth¬ 
ods that target consumers; however, a number of sales promotion methods are unique to 
business markets: 

Trade Allowances. Manufacturers offer a number of different trade allowances, or 
price reductions, to their channel intermediaries. Buying allowances are price 
reductions for purchasing specified quantities of a product at a single time (the 
equivalent of a bulk discount). Related to this is a buy-back allowance where the 
reduction is proportional to the total amount of product purchased during the time 
frame of the promotional offer. Finally, a merchandise allowance is a manufacturer’s 
agreement to pay intermediaries a specific sum of money in exchange for specific 
promotional efforts such as special displays or advertising. In each case, the goal of 
the allowance is to induce intermediaries to perform specific actions. 

Free Merchandise. Manufacturers sometimes offer free merchandise to intermediaries 
instead of quantity discounts. Typically, they provide the free merchandise to reduce 
invoice costs as a way of compensating the intermediary for other activities that assist 
the manufacturer. 

Cooperative Advertising. Cooperative advertising is an arrangement whereby a 
manufacturer agrees to pay a certain amount of an intermediary’s media cost for 
advertising the manufacturer’s products. This is a very popular sales promotion 
method among retailers. 

Training Assistance and Sales Incentives. In some cases, a manufacturer can offer 
free training to an intermediary’s employees or sales staff. This typically occurs when 
the products involved are rather complex. Selling incentives come in two general 
forms: push money and sales contests. The intermediary’s sales staff receives push 
money in the form of additional compensation to encourage a more aggressive selling 
effort for a particular product. This method is expensive and should be used carefully 
to avoid any ethical or legal issues. Sales contests encourage outstanding performance 
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within an intermediary’s sales force. Sales personnel can be recognized for 
outstanding achievements by receiving money, vacations, computers, or even cars for 
meeting or exceeding certain sales targets. 

Trade sales promotion encompasses a wide variety of activities and is vital when a 
manufacturer needs the cooperation and support of the channel to fulfill its own sales 
and marketing objectives. This is particularly true when a manufacturer must obtain sup¬ 
port for a new product launch or a new consumer sales promotion. Given the impor¬ 
tance of integrated supply chains, it should not be surprising that effective trade 
promotion is also vital to fulfilling a firm’s distribution strategy. 


Lessons from Chapter 6 

The marketing program: 

refers to the strategic combination of the four basic marketing 
mix elements: product, price, distribution, and promotion, 
has as its outcome a complete offering that consists of an 
array of physical (tangible), service (intangible), and 
symbolic (perceptual) attributes designed to satisfy 
customers’ needs and wants. 

strives to overcome commoditization by enhancing the 
service and symbolic elements of the offering. 

Product strategy: 

lies at the heart of every organization in that it defines 
what the organization does and why it exists, 
is about delivering benefits that enhance a customer’s 
situation or solve a customer’s problems. 

The product portfolio: 

is used in both consumer (convenience, shopping, specialty, 
and unsought products) and business (raw materials, com¬ 
ponent parts, process materials, MRO supplies, accessory 
equipment, installations, and business services) markets, 
is used in most firms due to the advantages of selling a 
variety of products rather than a single product, 
consists of a group of closely related product items 
(product lines) and the total group of products offered 
by the firm (product mix). 

involves strategic decisions such as the number of product 
lines to offer (variety), as well as the depth of each 
product line (assortment). 

can create a number of important benefits for firms, 
including economies of scale, package uniformity, 
standardization, sales and distribution efficiency, and 
equivalent quality beliefs. 

The challenges of service products: 

stem mainly from the fact that services are intangible. 
Other challenging characteristics of services include 
simultaneous production and consumption, perishability, 
heterogeneity, and client-based relationships. 


include the following issues: 

• service firms experience problems in balancing supply 
(capacity) with demand. 

• service demand is time-and-place dependent because 
customers or their possessions must be present for 
delivery. 

• customers have a difficult time evaluating the quality 
of a service before it is purchased and consumed. 

• service quality is often inconsistent and very difficult 
to standardize across many customers. 

• the need for some services is not always apparent to 
customers. Consequently, service marketers often have 
trouble tying their offerings directly to customers’ 
needs. 

New product development: 

is a vital part of a firm’s efforts to sustain growth and 
profits. 

considers six strategic options related to the newness of 
products: 

• New-to-the-world products (discontinuous innovations)— 
which involve a pioneering effort by a firm that leads to 
the creation of an entirely new market. 

• New product lines—which represent new offerings by 
the firm, but they become introduced into established 
markets. 

• Product line extensions—which supplement an existing 
product line with new styles, models, features, or flavors. 

• Improvements or revisions of existing products— 
which offer customers improved performance or 
greater perceived value. 

• Repositioning—which involves targeting existing 
products at new markets or segments. 

• Cost reductions—which involves modifying products 
to offer performance similar to competing products 
at a lower price. 

depends on the ability of the firm to create a differential 
advantage for the new product. 
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typically proceeds through five stages: idea generation, 
screening and evaluation, development, test marketing, 
and commercialization. 

Pricing: 

is a key factor in producing revenue for a firm. 

is the easiest of all marketing variables to change. 

is an important consideration in competitive intelligence. 

is considered to be the only real means of differentiation 

in mature markets plagued by commoditization. 

is among the most complex decisions to be made in 

developing a marketing plan. 

The key issues in pricing strategy include: 

the firm’s cost structure, 
perceived value, 
the price/revenue relationship, 
pricing objectives, 
price elasticity. 

The firm’s cost structure: 

is typically associated with pricing through the use of 
breakeven analysis or cost-plus pricing, 
should not be the driving force behind pricing strategy 
because different firms have different cost structures, 
should be used to establish a floor below which prices 
cannot be set for an extended period of time. 

Perceived value: 

is a difficult term to define because it means different 
things to different people. 

is defined as a customer’s subjective evaluation of benefits 
relative to costs to determine the worth of a firm’s 
product offering relative to other product offerings. 

The price/revenue relationship: 

is usually based on two general pricing myths: (1) when 
business is good, a price cut will capture greater market 
share, and (2) when business is bad, a price cut will 
stimulate sales. 

means that firms should not always cut prices, but should 
instead find ways to build value into the product and 
justify the current, or a higher, price. 

Price elasticity: 

refers to customers’ responsiveness or sensitivity to 
changes in price. 

can increase under these conditions: 

• when substitute products are widely available. 

• when the total expenditure is high. 

• when changes in price are noticeable to customers. 

• when price comparison among competing products is 
easy. 


can decrease under these conditions: 

• when substitute products are not available. 

• when customers perceive products as being necessities. 

• when the prices of complementary products go down. 

• when customers believe that the product is just worth 
the price. 

• when customers are in certain situations associated 
with time pressures or purchase risk. 

• when products are highly differentiated from the 
competition. 

Pricing strategy in services: 

is critical because price may be the only cue to quality that 
is available in advance of the purchase experience, 
becomes more important—and more difficult—when: 

• service quality is hard to detect prior to purchase. 

• the costs associated with providing the service are 
difficult to determine. 

• customers are unfamiliar with the service process. 

• brand names are not well established. 

• the customer can perform the service themselves. 

• the service has poorly defined units of consumption. 

• advertising within a service category is limited. 

• the total price of the service experience is difficult to 
state beforehand. 

is often based on yield management systems that allow a 
firm to simultaneously control capacity and demand in 
order to maximize revenue and capacity utilization. 

Major base pricing strategies include: 

price skimming, 
price penetration, 
prestige pricing, 
value-based pricing (EDLP). 
competitive matching, 
non-price strategies. 

Strategies for adjusting prices in consumer markets 
include: 

discounting, 
reference pricing, 
price lining, 
odd pricing, 
price bundling. 

Strategies for adjusting prices in business markets 
include: 

trade discounts, 
discounts and allowances, 
geographic pricing, 
transfer pricing, 
barter and countertrade. 
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Supply chain strategy: 

is one of the most important strategic decisions for many 
marketers. 

has remained essentially invisible to customers because 

the processes occur behind the scenes. 

is important to providing time, place, and possession 

utility for consumer and business buyers. 

consists of two interrelated components: marketing 

channels and physical distribution. 

is only effective when all channel members are integrated 
and committed to connectivity, community, and 
collaboration. 

Marketing channels: 

are organized systems of marketing institutions through 
which products, resources, information, funds, and/or 
product ownership flow from the point of production to 
the final user. 

greatly increase contact efficiency by reducing the number 
of contacts necessary to exchange products, 
perform a variety of functions: sorting, breaking bulk, 
maintaining inventories, maintaining convenient 
locations, and providing services. 

Marketing channel structures include: 

exclusive distribution, where a firm gives one merchant or 
outlet the sole right to sell a product within a defined 
geographic region. 

selective distribution, where a firm gives several 
merchants or outlets the right to sell a product in a 
defined geographic region. 

intensive distribution, which makes a product available in 
the maximum number of merchants or outlets in each 
area to gain as much exposure and as many sales 
opportunities as possible. 

Power in the supply chain: 

can lead to conflict as each firm attempts to fulfill its 
mission, goals, objectives, and strategies by putting its 
own interests ahead of other firms. 

can result from five different sources: legitimate power, 
reward power, coercive power, information power, and 
referent power. 

Trends in marketing channels include: 

technological improvements, such as the growth of 
electronic commerce and the increasing use of radio 
frequency identification (RFID). 

outsourcing and offshoring of work activities, particularly 
information technology operations and supporting 
functions. 

the growth of nontraditional channels, such as ecommerce, 
catalog and direct marketing, direct selling, home shopping 
networks, vending, and direct response advertising. 


the growth of dual distribution, as firms use multiple 
channels to reach various markets. 

Integrated marketing communications: 

includes conveying and sharing meaning between buyers 
and sellers, either as individuals, firms, or between 
individuals and firms. 

includes the traditional elements of the promotion mix: 
advertising, public relations, personal selling, and sales 
promotion. 

refers to the strategic, coordinated use of promotion to 
create one consistent message across multiple channels 
to ensure maximum persuasive impact on the firm’s 
current and potential customers. 

takes a 360-degree view of the customer that considers 
every contact that a customer or potential customer may 
have in his relationship with the firm, 
typically sets goals and objectives for the promotional 
campaign using the AIDA model—attention, interest, 
desire, and action. 

can change depending on whether the firm uses a pull or 
push strategy with respect to its supply chain. 

Advertising: 

is identified as paid, nonpersonal communication 
transmitted through the media such as television, radio, 
magazines, newspapers, direct mail, outdoor displays, the 
Internet, and mobile devices. 

is rapidly expanding online as consumers spend less time 
with traditional media. 

offers many benefits because it is extremely cost efficient 
when it reaches a large number of people. On the other 
hand, the initial outlay for advertising can be expensive, 
is hard to measure in terms of its effectiveness in 
increasing sales. 

Public relations: 

is the element of an IMC program that tracks public 
attitudes, identifies issues that may elicit public concern, 
and develops programs to create and maintain positive 
relationships between a firm and its stakeholders, 
can be used to promote the firm, its people, its ideas, and 
its image and even to create an internal shared 
understanding among employees. 

can improve the public’s general awareness of a company 
and can create specific images such as quality, 
innovativeness, value, or concern for social issues, 
is often confused with publicity; however, publicity is 
more narrowly defined to include the firm’s activities 
designed to gain media attention through articles, 
editorials, or news stories. 

can involve the use of a wide variety of methods, 
including news or press releases, feature articles, white 
papers, press conferences, event sponsorship, product 
placement, and employee relations. 
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Personal selling: 

is paid, personal communication that attempts to inform 
customers about products and persuade them to purchase 
those products. 

is the most precise form of communication because it 
assures companies that they are in direct contact with an 
excellent prospect. 

has a serious drawback of high cost per contact, 
goals are typically associated with finding prospects, 
informing prospects, persuading prospects to buy, and 
keeping customers satisfied through follow-up service 
after the sale. 

has evolved to take on elements of customer service and 
marketing research in order to generate repeat sales and 
develop ongoing relationships with customers, 
and sales management activities include the development 
of sales force objectives, determining the size of the sales 
force, recruiting and training salespeople, and controlling 
and evaluating the sales force. 

has been greatly impacted by technological advances, 
especially online sales training and sales automation 
systems that push integrated customer, competitive, and 
product information toward the salesperson. 

Sales promotion: 

involves activities that create buyer incentives to purchase 
a product or that add value for the buyer or the trade. 

Questions for Discussion 

1. Consider the number of product choices available in 
the U.S. consumer market. In virtually every product 
category, consumers have many options to fulfill 
their needs. Are all of these options really necessary? 
Is having this many choices a good thing for consu¬ 
mers? Why or why not? Is it a good thing for market¬ 
ers and retailers that have to support and carry all of 
these product choices? Why or why not? 

2. Pricing strategy associated with services is typically 
more complex than the pricing of tangible goods. 
As a consumer, what pricing issues do you consider 
when purchasing services? How difficult is it to 
compare prices among competing services, or to 
determine the complete price of the service before 
purchase? What could service providers do to solve 
these issues? 

Exercises 

1. You are in the process of planning a hypothetical 
airline flight from New York to St. Louis. Visit the 
websites of three different airlines and compare 


• can be targeted toward consumers, channel 
intermediaries, or the sales force. 

has one universal goal: to induce product trial and 
purchase. 

is typically used in support of advertising, public relations, 
or personal selling activities rather than as a stand-alone 
promotional element, 
directed toward consumers: 

• can be initiated by any member of the supply chain, 
but manufacturers or retailers typically offer them. 

• represents an effective way to introduce new products 
or promote established brands. 

• can include such activities as coupons, rebates, 
samples, loyalty programs, point-of-purchase 
promotion, premiums, contests and sweepstakes, and 
direct mail. 

directed toward the trade (business markets): 

• is undertaken to push products through the channel 
by increasing sales and encouraging increased effort 
among channel partners. 

• uses many of the same promotional methods that are 
targeted toward consumers; however, it involves a 
number of unique methods including trade 
allowances, free merchandise, training assistance, 
cooperative advertising, and selling incentives offered 
to an intermediary’s sales force. 


3. Some manufacturers and retailers advertise that 
customers should buy from them because they 
“eliminate the middleman.” Evaluate this comment 
in light of the functions that must be performed in 
a marketing channel. Does a channel with fewer 
members always deliver products to customers at 
lower prices? Defend your position. 

4. Review the steps in the AIDA model. In what ways 
has promotion affected you in various stages of this 
model? Does promotion affect you differently 
based on the type of product in question? Does 
the price of the product (low versus high) make a 
difference in how promotion can affect your 
choices? Explain. 


prices for this trip. Try travel dates that include 
a Saturday night layover and those that do not. 
Try dates less than seven days away, and compare 
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those prices with flights that are more than 
twenty-one days out. How do you explain the 
similarities and differences you see in these prices? 

2. Locate a product offered by a manufacturer using a 
dual distribution approach. Are there differences 
between the customers targeted by each channel? 
How do the purchase experiences differ? In the 
end, why would a customer buy directly from a 
manufacturer if the prices are higher? 

3. Shadow a salesperson for a day and talk about how 
his or her activities integrate with other promo¬ 
tional elements used by their firm. How does the 
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CHAPTER 

Branding and 
Positioning 


Introduction 

As the elements of the marketing program come together to create the complete 
offering, marketers must also consider how the marketing program will be used to 
create effective branding and positioning. These decisions are critical because they 
create differentiation among competing offerings in the marketplace. This 
differentiation is the antidote to commoditization; however, it is becoming 
increasingly difficult for firms to brand and position their offerings in meaningful 
ways. For the firms that are successful, having a solid branding and positioning 
strategy is truly priceless. As Beyond the Pages 7.1 illustrates, individuals who 
purchase a Steinway piano buy much more than a musical instrument. They also 
get exceptional craftsmanship, unparalleled customer service, a highly prestigious 
brand name, and 160 years of technical innovation. 

While the concept of a brand may seem relatively simple to understand, 
branding strategy can actually be quite complex. From a technical point of view, 
a brand is a combination of name, symbol, term, or design that identifies a specific 
product. Brands have two parts: the brand name and the brand mark. The brand 
name is the part of a brand that can be spoken, including words, letters, and 
numbers (Honda, 7-Eleven, WD-40, GMC, Citi). The brand mark—which 
includes symbols, figures, or a design—is the part of a brand that cannot be 
spoken. Good brand marks, like McDonald’s golden arches, Nike’s swoosh, and 
Prudential’s rock, effectively communicate the brand and its image without using 
spoken words. Brand marks are also useful in advertising and product placement, 
such as when college football broadcasts clearly depict the Nike logo on the 
clothing and uniforms of both coaches and players. 

While these technical aspects of branding are important, branding strategy 
involves much more than developing a clever brand name or unique brand 
mark. To be truly effective, a brand should succinctly capture the total offering in 
a way that answers a question in the customer’s mind. 2 Good brands are those that 
immediately come to mind when a customer has a problem to be solved or a need 
to be fulfilled. Consider these questions that might be asked by a customer: 
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Beyond the Pages 7.1 

Steinway: More Than a Piano 1 


One of the most dominant strengths any firm can pos¬ 
sess occurs when the firm enjoys a superior brand 
image that is backed by patent protection. Such is 
the case for Steinway and Sons, makers of the 
world's finest pianos. For 160 years, Steinway's art 
and craftsmanship have made it the world's most 
renowned brand for high-end, "concert hall quality" 
pianos. In fact, virtually every top pianist in the 
world performs on a Steinway. 

The company holds 130 technical patents and 
innovations that distinguish its pianos from all others. 
Each piano made in the Astoria (New York) and Ham¬ 
burg (Germany) factories takes 9 to 12 months to 
complete and is hand assembled from 12,000 parts— 
most of them also made by hand. Despite its reputa¬ 
tion, Steinway is not a large company. It makes 
roughly 2,500 pianos a year—a number dwarfed by 
other firms in the industry. Steinway, however, does 
not define success in terms of numbers, but in its rep¬ 
utation. Steinway is the piano of choice for concert 
halls, composers, professional musicians, and 
wealthy customers. Although the company accounts 
for only 2 percent of piano sales in the United 
States, it earns over 35 percent of the industry's 
profit. Customers enjoy the quality, beauty, and rep¬ 
utation of a Steinway piano, and don't mind paying 
the $40,000 to $250,000 price tag. In fact, many 
argue that a Steinway is more akin to a work of art 
than a musical instrument. The advantages earned 
from this type of reputation and customer loyalty 
are hard to beat. 

However, Steinway's stellar image and reputation 
presented a problem for the company at one point in 
its history. While Steinway dominated the upper-end 
of the piano market, the company did not compete in 


the rapidly growing and much larger entry-level and 
mid-level piano markets. These markets were domi¬ 
nated by Asian brands such as Yamaha and Kawai — 
good names in their own right, but not in the same 
league as Steinway. Piano dealers were forced to 
stock these brands alongside Steinways in order to 
meet the needs of other customer segments. The 
challenge for Steinway was to find a way to compete 
in these markets without damaging the brand equity 
in the Steinway name. 

The company's solution involved the launch of two 
new brands: "Boston" for the mid-level market and 
"Essex" for the entry-level market. Both the Boston 
and the Essex are manufactured in Japan and sold 
through exclusive channels. The decision to launch 
these new brands was agonizing for Steinway's man¬ 
agement. The company's top management once said, 
"There is no such thing as a cheaper Steinway." With 
that in mind, the launch of the Boston and Essex 
represented a real risk for the company. 

Steinway argues that the only way to maintain 
brand equity, especially with a name like Steinway, 
is to take a long-term view and move very slowly. 
This is the company's strategy with its move into 
Asian markets—the home turf of Steinway's less 
expensive rivals. The company has expanded distri¬ 
bution in Japan and China to the point where it now 
earns over 30 percent of its business from outside the 
United States. Steinway's sales in China alone are 
growing at an average of 20 percent each year. Stein¬ 
way also raises its prices 3 to 4 percent each year— 
another long-term strategy aimed at maintaining 
brand equity. The company argues that you cannot 
put a discounted price on the passion associated 
with a worldwide icon like Steinway. 


Where can I find information quickly? 

Where can I get a quick meal and make my kids happy? 

Where can I buy everything I need, all at decent prices? 

Where can I get the best deal on car insurance? 

How do I find a value-priced hotel in midtown Manhattan? 

How do you answer these questions? How many customers do you think would 
give the following answers: Google, McDonald’s, Walmart, GEICO, and Expedia? 
To successfully develop a brand, the firm should position the offering (which 
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This symbol, recognizable around the world, embodies a number of important branding attributes. 


includes all tangible, intangible, and symbolic elements arising from the 
marketing program) as the answer to questions like these. Customers tend to 
buy offerings whose combination of attributes is the best solution to their 
problems. As shown in Exhibit 7.1, brands may have many different attributes 
that make up the way customers think about them. For example, the iPhone 
possesses many different attributes that make up customers’ overall knowledge 
about the brand: alliances (AT&T, Verizon, Sprint, Twitter), company (Apple), 
extensions (iTunes, access-ories), employees (Tim Cook, Steve Jobs), endorsers 
(celebrities such as Samuel L. Jackson and Zooey Deschanel), events (Macworld 
Expo, Apple keynote speeches), and channels (the Apple Store). Other brands 
are enhanced via strong country-of-origin (Guinness, IKEA), branded 
ingredients (Dell computers use Microsoft and Intel components), causes (Ben 
and Jerry’s), and endorser (Nike) effects. 
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7. Potential Brand Attributes 





Source: Kotler, Philip; Keller, Kevin; Simulations, Interpretive, Framework for Marketing Management: Integrated PharmaSim Simulation Experience, 

4 th Edition, © 2009. Reprinted by permission of Pearson Education, Inc., Upper Saddle River, NJ. 

Strategic Issues in Branding 

When a firm considers its branding strategy, the marketing program, especially the prod¬ 
uct, becomes a central focus. Before we examine some of the key strategic issues in 
branding strategy, however, we need to discuss the closely related topic of corporate 
branding. Most firms consider their corporate brands to be equally as important as indi¬ 
vidual product-related brands. In fact, product-related brands and corporate brands are 
clearly intertwined. Ben & Jerry’s Ice Cream, for example, is an ardent participant in 
many social causes such as global warming and social injustice. In this case, the com¬ 
pany’s corporate brand clearly plays a role in branding and positioning its ice cream pro¬ 
ducts. In some companies, the corporate brand dominates. For example, IBM advertises 
that it provides infrastructure and solutions for e-business. Although the company offers 
a wide array of products for e-business, many of IBM’s advertisements do not name 
these products or explain how their infrastructure and solutions actually work. Instead, 
the purpose of the advertisements is to give potential customers the impression that IBM 
is a company that understands e-business and that has the ability to solve problems. 

Corporate branding activities are typically aimed at a variety of stakeholders, includ¬ 
ing customers, shareholders, advocacy groups, government regulators, and the public at 
large. These activities are designed to build and enhance the firm’s reputation among 
these groups, and to rebuild the firm’s reputation when unexpected and unfavorable 
events occur. Corporate branding and reputation are critical to effective product-related 
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EXHIBIT 7.2 The Strongest and Weakest U.S. Corporate Reputations 


Rank 

Company 

Reputation Quotient* 

1. 

The Strongest Reputations 

Apple 

85.62 

2. 

Google 

82.82 

3. 

The Coca-Cola Company 

81.99 

4. 

Amazon.com 

81.92 

5. 

Kraft Foods 

81.62 

6. 

The Walt Disney Company 

81.28 

7. 

Johnson & Johnson 

80.45 

8. 

Whole Foods Market 

80.14 

9. 

Microsoft 

79.87 

10. 

UPS 

79.75 

11. 

Sony 

79.22 

12. 

Honda 

78.95 

13. 

Samsung 

78.11 

14. 

Home Depot 

78.11 

15. 

Procter & Gamble 

78.09 

46. 

The Weakest Reputations 

Chevron 

64.72 

47. 

Sears 

64.26 

48. 

Time Warner 

63.38 

49. 

T-Mobile 

62.82 

50. 

Chrysler 

60.30 

51. 

ExxonMobil 

60.01 

52. 

Wells Fargo 

59.50 

53. 

Comcast 

59.10 

54. 

News Corp 

57.14 

55. 

Citigroup 

55.95 

56. 

JPMorgan Chase 

54.84 

57. 

BP 

53.50 

58. 

Bank of America 

49.85 

59. 

Goldman Sachs 

47.57 

60. 

AIG 

46.18 


Source: From Harris Interactive, “The Annual RQ 2008: The Reputations of the Most Visible Companies™.” 
Copyright 2008 Harris Interactive, (http://www.harrisinteractive.com/services/pubs/HI_BSC_REPORT_AnnualRQ2008_ 

Rankings.pdf ), accessed July 31, 2009. 


branding and positioning as they create trust between the firm and its stakeholders. 
Exhibit 7.2 lists U.S. firms having some of the strongest and weakest public reputations. 
Note that firms with lower reputation scores, such as BP and Goldman Sachs, have expe¬ 
rienced a number of scandals and legal problems in recent years. Many major financial 
corporations currently have weak reputations because of the financial scandals that 
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recently plagued the industry. Faith in the financial sector is at an all-time low, and it 
may take years for these companies to rebuild their reputations. 

The range of scores in Exhibit 7.2 is quite telling of the effects that positive and nega¬ 
tive reputations can have on a firm. Apple’s reputation score, the highest in the history 
of the poll, is closely tied to its quality products, financial performance, social responsi¬ 
bility, and executive leadership. This reputation is clearly intertwined with the brand 
cache of the iPad and iPhone. Contrast this to AIG, which has been at the bottom of 
the ratings for many years. Not only was AIG implicated in financial scandals and 
required government bailout money, but AIG rewarded top executives with bonuses 
and hosted conferences in luxurious resorts after receiving the money. AIG’s actions 
clearly worsened its reputation and made it harder to compete in the competitive 
financial services industry. It is not surprising that AIG’s stock price has declined over 
98 percent in the last five years. These examples demonstrate the important connections 
between corporate branding and reputation and the activities that companies use to 
successfully brand and position their product offerings. 

Basic Branding Decisions 

To brand or not to brand: There really is no question. Virtually every product is associ¬ 
ated with some type of branding. So-called “generic” products generally don’t exist today, 
except in some grocery items and perhaps commodities like sugar, wheat, and corn. The 
advantages of branding are so compelling that the real question is not “why?” but “how?” 
Some of the many advantages of branding include: 

Product Identification. Brands make identifying and locating products easier for 
customers. 

Comparison Shopping. Brands assist customers in evaluating competing products. 
Shopping Efficiency. Brands speed up the buying process and make repeat purchases 
easier by reducing search time and effort. 

Risk Reduction. Brands allow customers to buy known products, thereby reducing 
the risk of purchase. 

Product Acceptance. New products released under a known brand name are accepted 
and adopted more quickly. 

Enhanced Self-Image. Brands can convey status, image, and prestige. 

Enhanced Product Loyalty. Branding increases psychosocial identification with a 
product. 

In addition to these general benefits of branding, specific branding decisions can also 
create other benefits. For example, one key branding decision involves the distinction 
between manufacturer brands and private-label brands (brands owned by the merchants 
that sell them). Private-label brands, sometimes called store brands (but never generic 
brands), range from well-known products like Gap clothing and Craftsman tools, to 
other products such as Walmart’s Of Roy dog food. Equate aspirin, or Sam’s Choice 
soft drinks. Strategically, the choice to sell manufacturer brands or private-label brands 
is not an either-or decision. As Exhibit 7.3 illustrates, both types of brands have impor¬ 
tant advantages. For that reason, many distributors, wholesalers, and retailers carry both 
types of brands. For example, department stores carry manufacturer brands—such as 
Nike, Polo, and Hilfiger—because customers expect to find them. Hence, manufacturer 
brands are important in driving customer traffic. They also give customers confidence 
that they are buying a widely known brand from a respected company. Department 
stores also carry a number of private label brands because of the increased profit margins 
associated with them. JCPenney, for example, is well-known for its popular private label 
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Manufacturer (Name) Brands versus Private-Label Brands 


Unique Advantages of Selling 
Manufacturer (Name) Brands 

Reduced Costs 


Built-In Loyalty 

Enhanced Image 
Lower Inventory 


Less Risk 

Unique Advantages of Selling 
Private-Label (Store) Brands 

Increased Profit 


Less Competition 


g Total Control 


| Merchant Loyalty 

C3 

© 


Heavy promotion by the manufacturer reduces the 
marketing costs of the merchant that carries the brand. 
Manufacturer brands come with their own cadre of 
loyal customers. 

The image and prestige of the merchant are enhanced. 

Manufacturers are capable of time-certain delivery, 
which allows the merchant to carry less inventory and 
reduce inventory costs. 

Poor quality or product failures become attributed to 
the manufacturer rather than the merchant. 


The merchant maintains a higher margin on its own 
brands and faces less pressure to cut prices to match 
the competition. 

Where manufacturer brands are carried by many 
different merchants, private-label brands are exclusive 
to the merchant that sells them. 

The merchant has total control over the development, 
pricing, distribution, and promotion of the brand. 
Customers who are loyal to a private-label brand are 
automatically loyal to the merchant. 


brands. Over 40 percent of Penney’s sales come from private-label brands; seven of 
which—including Arizona, Worthington, and St. John’s Bay—individually sell over 
$1 billion each year. Penney’s has also added a private brand of clothing and home fur¬ 
nishings called American Living, which is manufactured by Polo Ralph Lauren. Further, 
JCPenney acquired the Liz Claiborne brand (a former manufacturer brand) in late 2011. 
The move was part of Penney’s full brand makeover to emphasize “Fair and Square Pric¬ 
ing” instead of frequent sales. 3 

A second important branding decision involves individual versus family branding. A firm 
uses individual branding when it gives each of its product offerings a different brand name. 
A number of well-known firms use individual branding, including Sara Lee (Hanes, L’eggs, 
Jimmy Dean, Ball Park), Reckitt Benckiser (Air Wick, Clearasil, French’s, and Woolite), and 
Procter & Gamble (Tide, Duracell, Cover Girl, Scope). The key advantage of individual 
branding is that the potential poor performance of one product does not tarnish the brand 
image of other products in the firm’s portfolio. It is also useful in market segmentation when 
the firm wants to enter many segments of the same market. Procter & Gamble uses this 
strategy in the laundry detergent market (Tide, Cheer, Bold, Gain, Ariel). 

Conversely, family branding occurs when a firm uses the same name or part of the 
brand name on every product. For example, every cereal in the Kellogg’s portfolio uses 
the Kellogg’s name (Kellogg’s Frosted Flakes, Kellogg’s Rice Krispies, etc.). Campbell’s 
uses the same strategy in its soup portfolio (Campbell’s Tomato Soup, Campbell’s 
Chunky, etc.) and with many of its other brands such as Pepperidge Farm, Pace, 
Swanson, and V8. The key advantage of family branding is that the promotion (and 
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brand image) of one product reflects on other products under the same family brand. How¬ 
ever, in addition to the obvious risk of releasing a poor product under a family brand, family 
branding also runs the risk of overextension. Too many brand extensions, especially into 
unrelated areas, can confuse customers and promote brand switching. Examples include 
Bic perfume (the company is known for pens and lighters), Bayer Aspirin Free Pain Reliever 
(Bayer is the dominant aspirin maker), and Miller Chill (not exactly the “High Life”). 

Strategic Brand Alliances 

As we have stated in previous chapters, relationships with other firms are among the 
most important competitive advantages that can be held by an organization. Many of 
these relationships are based on a variety of brand alliances. For example, cobranding is 
the use of two or more brands on one product. Cobranding leverages the image and rep¬ 
utation of multiple brands to create distinctive products with distinctive differentiation. 
Cobranding is quite common in processed foods and credit cards. For example, General 
Mills partners with Hershey’s on its Betty Crocker chocolate cake mixes with Hershey’s 
cocoa. This brand alliance gives Betty Crocker a distinct advantage over competitors like 
Duncan Hines. Likewise, credit card companies like Visa and MasterCard offer 
cobranded versions of their cards emblazoned with the logos of sports teams, universi¬ 
ties, professions, or other firms like Delta Airlines and Disney World. Cobranding is 
quite successful because the complimentary nature of the brands used on a single prod¬ 
uct increases perceived quality and customer familiarity. 

Brand licensing is another type of branding alliance. Brand licensing involves a con¬ 
tractual agreement where a company permits an organization to use its brand on non¬ 
competing products in exchange for a licensing fee. Although this royalty can be quite 
expensive, the instant brand recognition that comes with the licensed brand is often 
worth the expense. Fashion brands such as Calvin Klein, Ralph Lauren, Bill Blass, and 
Tommy Hilfiger appear on numerous products in a variety of product categories. Licens¬ 
ing is also quite common in toys where manufacturers will license the characters and 
images from popular movies like Cars or Harry Potter to create a variety of products. 
Even Jack Daniels and Jim Beam whiskeys have licensed barbeque sauces that bear 
their famous brands. 

Brand Value 

What is a brand worth? The answer depends on whether you ask customers or the firm. 
For customers, brands offer a number of advantages as mentioned above. However, cus¬ 
tomers also have attitudinal and emotional attachments to brands that create value. One 
of the most common types of customer brand value is brand loyalty. Brand loyalty is a 
positive attitude toward a brand that causes customers to have a consistent preference for 
that brand over all other competing brands in a product category. There are three 
degrees of brand loyalty: 

Brand recognition—exists when a customer knows about the brand and is 
considering it as one of several alternatives in the evoked set. This is the lowest form 
of brand loyalty and exists mainly due to the awareness of the brand rather than a 
strong desire to buy the brand. 

Brand preference—a stronger degree of brand loyalty where a customer prefers one 
brand to competitive brands and will usually purchase this brand if it is available. For 
example, a customer may hold a brand preference for Diet Coke. However, if this 
brand is not available, the customer will usually accept a substitute such as Diet Pepsi 
or Coke Zero rather than expending extra effort to find and purchase Diet Coke. 
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Brand insistence—the strongest degree of brand loyalty, occurs when customers will 
go out of their way to find the brand and will accept no substitute. Customers who 
are brand insistent will expend a great deal of time and effort to locate and purchase 
their favorite brand. 

Marketers clearly want to develop brand insistence for their products. However, brand 
loyalty is declining overall because of increasing commoditization and the overuse of 
sales promotion activities. A recent study revealed the top ten brands having the highest 
customer loyalty: Amazon, Apple (iPhone), Facebook, Samsung (phones), Apple (Mac), 
Zappos, Hyundai, Kindle, Patron, and Mary Kay. 4 Brand loyalty also remains quite high in 
many product categories, including cigarettes, mayonnaise, toothpaste, coffee, bath soap, 
medicines, body lotion, makeup, soft drinks, ketchup, and diapers. Note that most of 
these examples include products that customers put in their mouths or on their bodies— 
a common trait of products that enjoy strong brand loyalty. 

The value of a brand to the firm is often referred to as brand equity. Another way of 
looking at brand equity is the marketing and financial value associated with a brand’s posi¬ 
tion in the marketplace. Brand equity usually has ties to brand name awareness, brand loy¬ 
alty, brand quality, and other attributes shown in Exhibit 7.1. Brand awareness and brand 
loyalty increase customer familiarity with a brand. Customers familiar or comfortable with 
a specific brand are more likely to consider the brand when making a purchase. When this 
familiarity is combined with a high degree of brand quality, the inherent risk in purchasing 
the brand decreases dramatically. Brand associations include the brand’s image, attributes, 
or benefits that either directly or indirectly give the brand a certain personality. For example, 
customers associate 7-Up with “uncola,” Charmin tissue with “squeezably soft,” Michelin 
tires with family safety, Allstate insurance with “the good hands,” Coca-Cola with “happi¬ 
ness,” and Honeycomb cereal with a “big, big bite.” Associations like these are every bit as 
important as quality and loyalty, and they also take many years to develop. 

Unfortunately, it is also possible for brand associations (and brand equity) to be neg¬ 
ative. Although Kia has enjoyed recent success through new product development (espe¬ 
cially with the Optima and Sorento), the South Korean carmaker has struggled with a 
weak quality image associated with its brands. To counteract this negative brand associ¬ 
ation, Kia backs its products with a 10-year, 100,000-mile powertrain warranty. 5 

Although brand equity is hard to measure, it represents a key asset for any firm and 
an important part of marketing strategy. Exhibit 7.4 lists the world’s 25 most valuable 
brands. Brands like these take years to develop and nurture into the valuable assets that 
they have come to represent. This reality makes it easier and less expensive for firms to 
buy established brands than to develop new brands from scratch. For example, Johnson 
& Johnson’s acquisition of Pfizer’s consumer products unit allowed the company to add 
several powerful brands to its portfolio—Listerine, Sudafed, Visine, Neosporin, and 
Nicorette. The equity associated with these brands would have taken Johnson & Johnson 
decades to develop on its own. 6 The same can be said for Microsoft’s purchase of Skype 
and Facebook’s purchase of Instagram. 

Given the value of brands like these, it is no surprise that firms go to great lengths to 
protect their brand assets. Registering a brand with the U.S. Patent and Trademark 
Office is only the first step in protecting the value of a brand. While the U.S. legal system 
provides many laws to protect brands, most of the responsibility for enforcing this pro¬ 
tection falls on the company to find and police abuses. Firms must diligently monitor 
competitive behavior for signs of potential brand infringement that could confuse or 
deceive customers. For example, Auto Shack was forced to change its name to AutoZone 
after the Tandy Corporation, owner of Radio Shack, sued the company. McDonald’s is 
also aggressive in protecting its brand and has brought lawsuits against many companies 
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The World’s Twenty-Five Most Valuable Brands 


Brand 

Rank 

Brand 

2012 Brand 
Value ($M) 

% Change in 

Brand Value 2012 

vs. 2011 

Country of 
Ownership 

1 

Apple 

182,951 

19 

u.s. 

2 

IBM 

115,985 

15 

u.s. 

3 

Google 

107,857 

-3 

u.s. 

4 

McDonald’s 

95,188 

17 

u.s. 

5 

Microsoft 

76,651 

-2 

u.s. 

6 

Coca-Cola 

74,286 

1 

u.s. 

7 

Marlboro 

73,612 

9 

u.s. 

8 

AT&T 

68,870 

-1 

u.s. 

9 

Verizon 

49,151 

15 

u.s. 

10 

China Mobile 

47,041 

-18 

China 

11 

GE 

45,810 

-9 

U.S. 

12 

Vodafone 

43,033 

-1 

UK 

13 

ICBC 

41,518 

-7 

China 

14 

Wells Fargo 

39,754 

8 

U.S. 

15 

Visa 

38,284 

34 

U.S. 

16 

UPS 

37,129 

4 

U.S. 

17 

Walmart 

34,436 

-8 

U.S. 

18 

Amazon.com 

34,077 

-9 

U.S. 

19 

Facebook 

33,233 

74 

U.S. 

20 

Deutsche Telecom 

26,837 

-10 

Germany 

21 

Louis Vuitton 

25,920 

7 

France 

22 

SAP 

25,715 

-1 

Germany 

23 

BMW 

24,623 

10 

Germany 

24 

China Construction 

Bank 

24,517 

-4 

China 

25 

Baidu 

24,326 

8 

China 


Source: BrandZ™ Top 100 Most Valuable Global Brands 2012 (http://www.wpp.com/NR/rdonlyres/4B44C834- 
AEA8-4951-871 A-A5B937EBFD3E/0/brandz_2012_top_100.pdf) . 


who use “Me” in their names. Due to the differing and often lax legal systems in other 
nations, brand abuse is quite common in foreign markets. It is not surprising that patent, 
copyright, and intellectual property law has become a growth industry both in the United 
States and around the world. Without these protections in place, firms run the real risk of 
having their brand become synonymous with an entire product category. Scotch tape. Xerox 
copiers, Band-Aid adhesive bandages, Coca-Cola, FedEx, and Kleenex constantly fight this 
battle. To protect their brands, firms obtain trademarks to legally designate that the brand 
owner has exclusive use of the brand and to prohibit others from using the brand in any 
way. Former brand names that their parent companies did not protect sufficiently include 
aspirin, escalator, nylon, linoleum, kerosene, and shredded wheat. 
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Packaging and Labeling 

At first glance, the issues of packaging and labeling might not seem like important 
considerations in branding strategy. Although packaging and labeling strategy does 
involve different goals than branding, the two often go hand-in-hand in developing 
a product, its benefits, its differentiation, and its image. Consider, for instance, the 
number of products that use distinctive packaging as part of their branding strategy. 
Obvious examples include the brand names and brand marks that appear on all prod¬ 
uct packaging. The color used on a product’s package or label is also a vital part of 
branding, such as Tide’s consistent use of bright orange on its line of laundry deter¬ 
gents. The size and shape of the label is sometimes a key to brand identification. For 
example, Heinz uses a unique crown-shaped label on its ketchup bottles. The physical 
characteristics of the package itself sometimes become part of the brand. Coca-Cola’s 
unique 10-ounce glass bottle, Pringles’ potato chip canister, and the bottles used by 
Absolut vodka and Crown Royal whiskey are good examples. Finally, products that 
use recyclable packaging are gaining favor. For example, NatureWorks LLC has devel¬ 
oped a biopolymer known as Ingeo—a fully compostable bio-plastic made from corn. 
Ingeo is used in many different packaging applications because it biodegrades easily— 
usually within 75 to 80 days. Biota Water uses Ingeo for all of its packaging. Similarly, 
Coca-Cola introduced the PlantBottle, a recyclable bottle made from 70 percent 
petroleum and 30 percent sugar and molasses. The PlantBottle logo is now featured 
prominently on the company’s Dasani bottled water. Unlike Ingeo, the PlantBottle 
can be recycled. 7 

Packaging serves a number of important functions in marketing strategy. Customers 
take some functions—like protection, storage, and convenience—for granted until the 
package fails to keep the product fresh, or they discover that the package will not conve¬ 
niently fit in the refrigerator, medicine cabinet, or backpack. Packaging can also play a 
role in product modifications and repositioning. An improved cap or closure, an “easy 
open” package, a more durable box or container, or the introduction of a more conve¬ 
niently sized package can create instant market recognition and a competitive advantage. 
Sometimes, a change in package design can create major problems for a brand, as 
described in Beyond the Pages 7.2. Packaging can also be used as a part of a 
co-branding strategy. Hillshire Farms, for example, formed an alliance with The Glad 
Products Company to package its Deli Select line of lunchmeats in GladWare reusable 
plastic containers. The package is easy to seal and completely reusable once the lunch- 
meat has been consumed. 8 

Labeling, in and of itself, is an important consideration in marketing strategy. Prod¬ 
uct labels not only aid in product identification and promotion; they also contain a 
great deal of information to help customers make proper product selections. Labeling 
is also an important legal issue as several federal laws and regulations specify the 
information that must be included on a product’s packaging. The Nutritional Labeling 
and Education Act of 1990 was one of the most sweeping changes in federal labeling 
law in history. The law mandated that packaged food manufacturers must include 
detailed nutritional information on their packaging. The law also set standards for 
health claims such as “low fat,” “light,” “low calorie,” and “reduced cholesterol.” The 
Food Allergy Labeling and Consumer Protection Act, passed in 2004, required labeling 
of any food containing peanuts, soybeans, milk, eggs, shellfish, tree nuts, and wheat. 
The U.S. Supreme Court has ruled that manufacturers bear full responsibility for the 
content of the labeling and warnings on their packaging. This ruling also applies to 
manufacturers of products that are inspected and certified by the government, such 
as foods and pharmaceuticals. 10 
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Beyond the Pages 7.2 

Tropicana’s Packaging Debacle 9 


In January 2009 as a part of a major overhaul of 
brands in the PepsiCo family, Tropicana dropped the 
long-familiar labeling of its popular Pure Premium 
brand of orange juice. That labeling, which contained 
the familiar logo of a straw sticking out of an orange, 
was replaced with a more modern, streamlined look 
with a glass of juice and the "Tropicana" brand writ¬ 
ten vertically on the packaging. The move was a part 
of a $35 million "Squeeze: It's a Natural" campaign, 
which promoted fresh taste and family imagery. 

Unfortunately for Tropicana, the redesigned pack¬ 
aging met with instant criticism and complaints from 
loyal consumers. Many consumers argued that the 
packaging was "ugly" and that it looked like "a 
generic or store brand." Others complained that the 
new packaging made it harder for consumers to rec¬ 
ognize Tropicana on supermarket shelves. In fact, 
many consumers complained that they had bought 
the wrong orange juice. After less than two months 
in its redesigned packaging, Tropicana Pure Premium 
sales fell 20 percent, or roughly $33 million. At the 
same time, competing brands—such as Minute 
Maid, Florida's Natural, and Tree Ripe—enjoyed 


double-digit sales growth. Sales of private-label 
brands also increased. 

After the rapid drop in sales and thousands of con¬ 
sumer letters, emails, and telephone calls, PepsiCo 
announced that it would scrap the new packaging 
and return to the old packaging. Industry critics 
lauded the move and compared it with Coke's "New 
Coke" fiasco from 1985. Pepsi, like Coke at the time, 
had failed to see the deep bond that loyal consumers 
had with Tropicana's packaging. Once the old packag¬ 
ing had returned, Tropicana's sales returned to 
normal. 

While the Tropicana story is an important lesson 
against meddling with an iconic brand, it also points 
out the clout that consumers have today. It is easier to 
connect with, and harder to avoid, customers who 
can easily and effectively interact with companies 
and each other through social technologies. Just ten 
years ago, it would have taken Tropicana months to 
determine that there was a backlash against its pack¬ 
aging. Now, through email, Facebook, and Twitter, 
companies can discover customer reactions in real 
time. 


Differentiation and Positioning 

Though we have focused solely on branding issues to this point in the chapter, it is vital 
to remember that branding is intricately tied to differentiation and positioning within the 
marketing program. People sometimes confuse differentiation and positioning with mar¬ 
ket segmentation and target marketing. Differentiation involves creating differences in 
the firm’s product offering that set it apart from competing offerings. Differentiation typ¬ 
ically has its basis in distinct product features, additional services, or other characteris¬ 
tics. Positioning refers to creating a mental image of the product offering and its 
differentiating features in the minds of the target market. This mental image can be 
based on real or perceived differences among competing offerings. Whereas differentia¬ 
tion is about the product and the marketing program, positioning is about customers’ 
perceptions of the real or perceived benefits that the offering possesses. 

Although differentiation and positioning can be based on actual product features or 
characteristics, the principle task for the firm is to develop and maintain a relative posi¬ 
tion for the product in the minds of the target market. The process of creating a favor¬ 
able relative position involves several steps: 

1. Identify the needs, wants, and preferences desired by the target market. 

2. Evaluate the differentiation and positioning of current and potential competitors. 

3. Compare the firm’s current relative position vis-a-vis the competition across the 
needs, wants, and preferences desired by the target market. 
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4 . Identify unique differentiation and positioning not offered by the competition that 
matches the firm’s capabilities. 

5 . Develop a marketing program to create the firm’s position in the minds of the target 
market. 

6 . Continually reassess the target market, the firm’s position, and the position of com¬ 
peting offerings to ensure that the marketing program stays on track and to identify 
emerging positioning opportunities. 

The concept of relative position can be addressed using a number of tools. One of the 
most commonly used tools is perceptual mapping. A perceptual map represents customer 
perceptions and preferences spatially by means of a visual display. A hypothetical perceptual 
map for automotive brands is shown in Exhibit 7.5. The axes represent underlying dimen¬ 
sions that customers might use to form perceptions and preferences of brands. Any number 
of dimensions can be represented using computer algorithms such as multidimensional scal¬ 
ing or cluster analysis. However, simple two-dimensional maps are the most common form 
because a limited number of dimensions are typically the most salient for consumers. 

A second commonly used tool is the strategy canvas, which we discussed in Chapter 4 
and Exhibit 4.9. In addition to its usefulness in the planning process, the strategy canvas is 
an excellent tool for demonstrating the firm’s relative position in terms of the competitive 
factors that are important to the target market. In Beyond the Pages 6.1, we discussed the 
marketing program of Barnes & Noble relative to Amazon, its strongest competitor. A hypo¬ 
thetical strategy canvas for this market is shown in Exhibit 7.6. Note that while Barnes & 
Noble maintains an advantage in book selection (primarily on the strength of its textbook 


EXHIBIT 7. E Hypothetical Perceptual Map of the Automotive Market 
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E X H I T 7.6 Hypothetical Strategy Canvas for the Book Retailing Market 



Barnes & Noble 


Amazon 


market) and having a comfortable lounge area for customers, Amazon has dominant advan¬ 
tages in non-book offerings, store hours, and its membership program. 

The perceptual map and strategy canvas illustrate two basic issues in positioning 
strategy. First, they indicate products/brands that are similar in terms of relative mental 
position. In the example perceptual map, customers are likely to see the offerings of 
Toyota and Honda as being very similar. Positioning a brand to coincide with competing 
brands becomes more difficult when many brands occupy the same relative space. In the 
book retailing market, this is the case with pricing and book selection. Second, these 
tools illustrate voids in the current mindscape for a product category. In the perceptual 
map, note the empty space in the bottom-left corner. This indicates that consumers do 
not perceive any current products to be both conservative and inexpensive. This lack of 
competition within the mindspace might occur because (1) customers have unmet needs 
or preferences, or (2) customers have no desire for a product offering with this combina¬ 
tion of dimensions. In the case of the strategy canvas, Barnes & Noble has a clear advan¬ 
tage in being a comfortable place to browse, lounge, and enjoy a coffee. However, 
additional research would be needed to determine whether this feature is more or less 
important to customers than having a strong book selection or membership program. 

Bases for Differentiation 

Generally, the most important tool of differentiation is the brand. Customer perceptions of a 
brand are of utmost importance in differentiation because differences among competing 
brands can be based on real qualities (e.g., product characteristics, features, or style) or 
psychological qualities (e.g., perception and image). In addition to the brand, other impor¬ 
tant bases for differentiation include product descriptors and customer support services. 

Product Descriptor Firms generally provide information about their products in one 
of three contexts, as shown in Exhibit 7.7. The first context is product features, which are 
factual descriptors of the product and its characteristics. For example, Apple’s 13-inch 
MacBook Pro includes key features such as an Intel Core i7 processor and aluminum 
unibody construction. However, features—although they tell something about the nature 
of the product—are not generally the pieces of information that lead customers to buy. 
Features must be translated into the second context, advantages. Advantages are perfor¬ 
mance characteristics that communicate how the features make the product behave, 
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EXHIBIT 7.7 Using Product Descriptors as a Basis for Differentiation 

Product Features Advantages Benefits 


Apple 
MacBook 
Pro 13-inch 
Laptop 


Chevrolet 

Camaro 


Bounty 

Select-a-Size 

Paper 

Towels 


Intel Core i7 processor 

Mac OS X operating system with 

iLife 

Precision aluminum unibody 
construction 

Less than 1” thick and only 4.5 lbs 
High performance Intel HD 
graphics 

7-hour, 63.5 watt lithium-polymer 
battery 

Integrated WiFi and Bluetooth 

6.2L, 426-horsepower SS V8 
Variable-ratio power steering 
Low, wide, aggressive stance and 
52/48 front/rear weight 
distribution 

Active fuel management 

Sheets can be torn in varying sizes 
More sheets per roll 
Increased wet strength 


Very lightweight and 
compact 

Blazingly fast multimedia 
performance 
Out-of-the-box photo, 
video, and audio editing 
Long-lasting battery 
Hassle-free connectivity 


0 to 60 in 5 seconds 
Superb handling 
Better road grip 
24 mpg highway 


Great for any size cleaning 
job 

Less waste 
Superior absorbency 
Won’t run out as often 


Ultimate mobility 
Rugged entertainment 
on the road 
No need to purchase 
separate photo- or 
video-editing software 
Stay connected 
wherever you are 


Enhanced self image 
Fun to drive 
Easy to drive 
Fuel-efficient muscle 
Safety 

More control over 
cleaning 

Reduces cost of buying 

paper towels 

Can be sized for use as 

placemats 


hopefully in a fashion that is distinctive and appealing to customers. The advantages of 
the MacBook Pro include a lightweight, compact design, fast performance, and long bat¬ 
tery life. However, as we have said before, the real reason customers buy products is to 
gain benefits —the positive outcomes or need satisfaction they acquire from purchased 
products. Thus, the benefits of the MacBook Pro include ultimate mobility and rugged 
entertainment on the road. Other benefits, like increased productivity and connectivity, 
might also be implied in Apple’s promotional program. 

One aspect of a product’s description that customers value highly is quality. Product 
characteristics that customers associate with quality include reliability, durability, ease of 
maintenance, ease of use, and a trusted brand name. In business markets, other charac¬ 
teristics, such as technical suitability, ease of repair, and company reputation, become 
included in this list of quality indicators. In general, higher product quality—real or 
imagined—means that a company can charge a higher price for their product and simul¬ 
taneously build customer loyalty. In the case of Apple and the MacBook Pro, this is cer¬ 
tainly true. The relationship between quality and price (inherent in the concept of value) 
forces the firm to consider product quality carefully when making decisions regarding 
differentiation, positioning, and the overall marketing program. 

Customer Support Services A firm may have difficulty differentiating its products 
when all products in a market have essentially the same quality, features, or benefits. In 
such cases, providing good customer support services—both before and after the sale— 
may be the only way to differentiate the firm’s products and move them away from a 
price-driven commodity status. For example, over the past ten years, small, locally 
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owned bookstores have disappeared at an alarming rate as competition from Barnes 
& Noble, Books-A-Million, and Amazon has taken its toll. The local stores that have 
remained in business thrive because of the exceptional, personalized service they provide 
to their customers. Many local bookstores create customer loyalty by being actively 
involved in the community, including contributing to local schools, churches, and chari¬ 
ties. Many customers value this level of personalization so highly that they will pay 
slightly higher prices and remain loyal to their bookstore. 

Support services include anything the firm can provide in addition to the main product 
that adds value to that product for the customer. Examples include assistance in identify¬ 
ing and defining customer needs, delivery and installation, technical support for high-tech 
systems and software, financing arrangements, training, extended warranties and guaran¬ 
tees, repair, layaway plans, convenient hours of operation, affinity programs (e.g., frequent 
flier/buyer programs), and adequate parking. If you buy a Kenmore refrigerator, for exam¬ 
ple, you can expect Sears to provide financing, delivery and installation, and warranty 
repair service, if necessary. Through research, the firm can discover the types of support 
services that customers value most. In some cases, customers may want lower prices rather 
than an array of support services. Low-cost airlines—such as JetBlue and Allegiant Air— 
and budget hotels—such as Motel 6 and La Quinta—are good examples. The importance 
of having the proper mix of support services has increased in recent years, causing many 
firms to design their customer services as carefully as they design their products. 

Regardless of the basis for differentiation, reality is often not as important as percep¬ 
tion. Firms that enjoy a solid image or reputation can differentiate their offerings based 
solely on the company or brand name alone. Examples of firms that have this ability 
include BMW, Mercedes, Michelin, Budweiser, Campbell’s, Ritz-Carlton Hotels, Disney 
World, and Princess Cruises. But what if the firm doesn’t have this ability? What if 
there are no credible bases for differentiation? In other words, what if your market is 
commoditized? In this case, creating a perception may be the firm’s only choice. Con¬ 
sider the car rental industry. In the industry’s early years, Hertz not only stood in first 
place, the company also maintained a vast lead over second-place Avis. The management 
of Avis, intent on capturing a larger portion of Hertz’s customers, asked its advertising 
agency to develop an effective positioning strategy relative to Hertz. After searching for 
any advantage that Avis held over Hertz, the agency concluded that the only difference 
was that Avis was number two. Avis management decided to claim this fact as an advan¬ 
tage, using the theme “We’re number two. We try harder!” Avis rentals soared, putting 
the company in a much stronger number-two position. 

Positioning Strategies 

A firm can design its marketing program to position and enhance the image of its offer¬ 
ing in the minds of target customers. To create a positive image for a product, a firm can 
choose to strengthen its current position or find a new position. The key to strengthen¬ 
ing a product’s current position is to monitor constantly what target customers want and 
the extent to which customers perceive the product as satisfying those wants. Any com¬ 
placency in today’s dynamic marketplace is likely to result in lost customers and sales. 
For example, a firm known for excellent customer service must continue to invest time, 
money, talent, and attention to its product position to protect its market share and sales 
from competitive activity. This is especially true for firms such as Ritz-Carlton and 
Nordstrom that pursue competitive advantage based on customer intimacy. 

Strengthening a current position is all about continually raising the bar of customer 
expectations. For example, Honda has always been known for quality and reliability. 
Recently, however, Honda has shifted its positioning focus to wrap quality and value in 
the context of long-term value. The company’s promotional campaigns explain how its 
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cars have a lower cost of ownership when factors such as insurance, fuel, and mainte¬ 
nance are taken into consideration. 11 Honda’s positioning is different than the strategies 
pursued by Toyota (hybrid technology), Kia (style), and Volkswagen (engineering). By 
tweaking its positioning strategy, Honda understands that it must constantly raise expec¬ 
tations about value if it is to hold its position and remain competitive. 

At times, declining sales or market share may signal that customers have lost faith in 
a product’s ability to satisfy their needs. In such cases, a new position may be the best 
response, as strengthening the current position may well accelerate the downturn in per¬ 
formance. Repositioning may involve a fundamental change in any of the marketing mix 
elements, or perhaps even all of them. J.C. Penney, for example, hired Ron Johnson away 
from Apple to help transform the 110-year old chain. Johnson began by changing to a 
“Fair and Square” pricing strategy using three price points rather than frequent sales: 
Every Day, Month Long Value, and Best Prices. Prices were also changed to end in 0 
instead of .99 to help remove the discount stigma associated with the company. Johnson 
also created dozens of “store within a store” boutiques around a “Town Square” theme to 
freshen Penney’s merchandising strategy. Even the company’s logo was changed to 
incorporate a square design (matching the pricing strategy) and patriotic red, white, 
and blue colors. The initial results were not kind to Johnson: Same store sales dropped 
a whopping 24 percent after the changes went into effect. However, Johnson’s plan to 
revitalize Penney’s is expected to take four years to complete. 12 

Some of the most memorable marketing programs involve attempts to move to new 
positions. The “Not Just for Breakfast Anymore” campaign for orange juice and the 
“Pork: The Other White Meat” campaign are good examples. A continuing example is 
Cadillac’s attempt to reposition the brand because of the aging of its traditional target. 
The erosion of Cadillac’s share of the luxury car market has forced the company to 
focus on and attract younger audiences to the brand. Cadillac’s recent marketing pro¬ 
grams have been headlined by the “Fusion of Design and Technology,” “Heritage 
Reborn,” “Break Through,” “It’s a Lifestyle,” and “Red Blooded Luxury” campaigns. In 
some cases, repositioning requires a focus on new products. For example, Sony, the 
third-largest camera manufacturer in the world (behind Canon and Nikon), was not 
taken seriously as a camera brand until it acquired Konica Minolta and launched the 
Alpha—a digital SLR camera aimed at the high-end of the market. Before the Alpha, 
Sony offered only point-and-shoot models. 

Mananging Brands over Time 

Decisions related to branding and positioning are ongoing strategic issues. So is manag¬ 
ing the marketing program over time. To address this issue, we use the traditional prod¬ 
uct life cycle—shown in Exhibit 7.8—to discuss marketing strategy in terms of the brand 
or product’s conception, through its growth and maturity, and to its ultimate death. Our 
use of the product life cycle is based on its ability to describe the strategic issues and key 
objectives that should be considered during each phase of a brand’s life. We note, how¬ 
ever, that the product life cycle has many limitations. For one, most new brands and 
products never get past development and most successful brands and products never 
die. Second, the product life cycle really refers to the life of a product/market, industry, 
sector, or product category—not to specific brands or firms. Hence, if we trace the life 
cycle of the bricks-and-mortar book retailing business, we deal with market characteris¬ 
tics for this sector and not single firms like Barnes & Noble or Books-a-Million. Further, 
the length of each stage and the time involved in the overall cycle depends heavily on the 
actions of the firms within the industry. Firms and industries constantly reinvent them¬ 
selves; which can cause the life cycle to speed up, slow down, or even recycle. 
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EXHIBIT 7.8 Stages of the Product Life Cycle 



Development Introduction Growth Maturity Decline 



Time 


Despite these issues, the product life cycle offers a useful framework for discussing 
marketing strategy over time. Exhibit 7.9 summarizes the strategic considerations for each 
stage of the life cycle. It is important for firms to consider the stage of their market’s life cycle 
with respect to planning in the current period, as well as planning for the future. Using the 
product life cycle as a framework has the distinct advantage of forcing firms to consider the 
future of their industry and their brand. For example, the traditional DVD rental industry is 
clearly in the early stages of its decline phase. The advent of DVD distribution via mail and 
kiosks, and technological innovations such as video on demand, streaming video content, 
and the growing use of mobile platforms, offer a dramatic increase in convenience for 
consumers. Given this fact, it is not surprising that traditional rental companies such as 
Blockbuster and Movie Gallery have either closed their doors or are near death. Conversely, 
Netflix embraced newer technologies and now boasts over 26 million streaming customers 
around the world. Redbox, the dominant player in kiosk-based DVD rentals, has also been 
growing at a rapid pace. In both examples, Netflix and Redbox were able to shift their 
strategies over time in order to capitalize on changes in the movie rental industry. 13 

The change in Netflix’s strategy over time also highlights the strong connections 
between the marketing program and branding. For many years, the Netflix brand stood 
for easy, convenient access to DVDs through a customizable, and relatively inexpensive, 
rental program. Distribution and price were the company’s key strengths. Over time, 
however, movie distributors became threatened by Netflix and became less willing to 
work with the company over issues such as pricing and distribution rights. This caused 
Netflix’s operating costs to increase. As the technology shifted away from DVDs and 
more toward digital distribution, Netflix took the opportunity to begin its move in the 
same direction. This necessitated changes in the marketing program in terms of program 
structure, pricing, and distribution that were not well received by customers. Many pro¬ 
tested the changes and over 800,000 cancelled their subscriptions. Suddenly, the Netflix 
brand was not held in high regard. Over time, customers began to come back to Netflix 
because, despite the price increases, the Netflix service still offers exceptional value to 
customers. Looking forward, however, Netflix will have to be mindful of competitive 
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EXHIBIT 7.9 Strategic Considerations During the Product Life Cycle 




Life Cycle Stages 



Introduction 

Growth 

Maturity 

Decline 

Overall 

Stimulate product 

Increase market share by 

Maximize profit by 

Reduce expenses and 

Marketing 

Goals 

awareness and trial 

acquiring new customers; 
discover new needs and 
market segments 

defending market share or 
stealing it from 
competitors 

marketing efforts to 
maximize the last 
opportunity for profit 

Product 

Introduce limited models 

Introduce new models 

Full model line; increase 

Eliminate unprofitable 

Strategy 

with limited features; 
frequent product changes 

with new features; pursue 
continuous innovation 

supplemental product 
offerings to aid in product 
differentiation 

models and brands 

Pricing 

Penetration pricing to 

Prices fall due to 

Prices continue to fall; 

Prices stabilize at a 

Strategy 

establish a market 
presence or price 
skimming to recoup 
development costs 

competition; price to 
match or beat the 
competition 

price to beat the 
competition 

lower level 

Distribution 

Gradually roll out product 

Intensify efforts to expand 

Extensive product 

Maintain a level 

Strategy 

to expand availability; get 
channel intermediaries on 

board 

product reach and 
availability 

availability; retain shelf 
space; phase out 
unprofitable outlets or 
channels 

necessary to keep 
brand loyal customers; 
continue phasing out 
unprofitable channels 

Promotion 

Advertising and personal 

Aggressive brand 

Stress brand differences 

Reduce to a minimal 

Strategy 

selling to build awareness; 
heavy sales promotion to 
stimulate product trial 

advertising, selling, and 
sales promotion to 
encourage brand switching 
and continued trial 

and benefits; encourage 
brand switching; keep the 
brand/product fresh 

level or phase out 
entirely 



Source: Adapted from William M. Pride and O.C. Ferrell, Marketing: 2010 Edition (Mason, OH: Cengage Learning, 2010), pp. 290-295. 


moves by Apple, Amazon, and others if the brand is to remain synonymous with movie 
streaming and DVD rentals by mail. 

Development Stage 

As Exhibit 7.8 indicates, a firm has no sales revenue during the development stage. In 
fact, the firm experiences a net cash outflow due to the expenses involved in product 
innovation and development. For most innovations, the firm assumes a great deal of 
financial, market, and opportunity risk due to the uncertainty involved in developing 
new products and brands. For example, the pharmaceutical industry understands the 
challenges of new product development like no other industry. Firms such as Merck, 
Pfizer, and AstraZeneca spend millions each year developing new drugs. Upon identify¬ 
ing a new drug, it takes years of testing before earning FDA approval. Then, once the 
new drug is on the market, the firm has only a few years to recoup their investment 
before patent protection expires and the market opens to generic competition. In this 
highly competitive industry, pharmaceutical firms live or die based on the number and 
quality of drugs they have in their development pipelines. 

The development stage usually begins with a concept, which has several components: 
(1) an understanding of the specific uses and benefits that target customers seek in a new 
product, (2) a description of the product, including its potential uses and benefits, (3) the 
potential for creating a complete product line that can create synergy in sales, 
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distribution, and promotion, and (4) an analysis of the feasibility of the product concept, 
including such issues as anticipated sales, required return on investment, time of market 
introduction, and length of time to recoup the investment. Given the odds stacked 
against most new products, it is not surprising that over 80 percent of all new products 
fail. This unfortunate fact of life underscores the need to correctly identify target cus¬ 
tomer needs before developing the product strategy. Through effective test marketing, 
the firm can gauge customer response to a new product before the full-scale launch. 
New products that closely match customers’ needs and have strong advantages over 
competing products are much easier to market as the new product enters the introduc¬ 
tion stage of its life cycle. 

Introduction Stage 

The introduction stage begins when development is complete and ends when sales indi¬ 
cate that target customers widely accept the product. The marketing strategy devised 
during the development stage is fully implemented during the introduction stage, and 
should be tightly integrated with the firm’s competitive advantages and strategic focus. 
Marketing strategy goals common to the introduction stage include: 

Attracting customers by raising awareness of, and interest in, the product offering 
through advertising, public relations, and publicity efforts that connect key product 
benefits to customers’ needs and wants. 

Inducing customers to try and buy the product through the use of various sales tools 
and pricing activities. Common examples include free samples of the product and the 
use of price incentives. 

Engaging in customer education activities that teach members of the target market 
how to use the new product. 

Strengthening or expanding channel and supply chain relationships to gain sufficient 
product distribution to make the product easily accessible by target customers. 
Building on the availability and visibility of the product through trade promotion 
activities that encourage channel intermediaries to stock and support the product. 
Setting pricing objectives that will balance the firm’s need to recoup investment with 
the competitive realities of the market. 

Although all elements of the marketing program are important during the introduc¬ 
tion stage, good promotion and distribution are essential to make customers aware that 
the new product is available, teach them how to use it correctly, and tell them where to 
purchase it. Although this is typically a very expensive undertaking, it doesn’t have to be. 
For example, when Mozilla released its open-source Firefox web browser, it garnered 150 
million downloads and 10 million permanent users in only 18 months without any mar¬ 
keting staff. The secret to Mozilla’s success was a word-of-mouth buzz campaign that 
centered on its SpreadFirefox.com website. Today, Firefox users can still post ideas on 
how to market Firefox or volunteer to put other ideas into action. 14 

The length of the introduction stage can vary. In business markets, new products often 
have long introduction periods while buyers become convinced to adopt them. In consumer 
markets, many products experience an immediate upsurge in sales as consumers and retai¬ 
lers take advantage of special introductory offers. After the introduction, the firm must con¬ 
tinually track market share, revenues, store placement, channel support, costs, and product 
usage rates to assess whether the new product pays back the firm’s investment. Even when 
the firm has patent protection or hard-to-copy technology, it must carefully track competi¬ 
tors’ reactions. Tracking this information is critical if the product is to make the grade, con¬ 
tinue along the gradually rising sales curve, and enter the profitable growth stage. 
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Unfortunately, most new product introductions start off very slowly and never enjoy rising 
demand or profits. Or, they start with a bang and decline rapidly. Failures during introduc¬ 
tion are even more expensive than in the development stage, as marketing and distribution 
costs accrue to the total expenses involved in the product’s launch. 

Growth Stage 

The firm should be ready for the growth stage, as sustained sales increases may begin 
quickly. The product’s upward sales curve may be steep, and profits should rapidly 
increase, and then decline, toward the end of the growth stage. The length of the growth 
stage varies according to the nature of the product and competitive reactions. For exam¬ 
ple, disposable diapers had a long growth stage as they experienced over 30 percent 
yearly growth for a decade. A short growth stage is typical for new technologies, such 
as the latest iPhone or new video games. 

Regardless of the length of the growth stage, the firm has two main priorities: (1) estab¬ 
lishing a strong, defensible market position, and (2) achieving financial objectives that repay 
investment and earn enough profit to justify a long-term commitment to the product. 
Within these two priorities, there are a number of pertinent marketing strategy goals: 

Leverage the product’s perceived differential advantages in terms of branding, quality, 
price, value, and so on, to secure a strong market position. 

Establish a clear brand identity through coordinated promotional campaigns aimed at 
both customers and the trade. 

Create unique positioning through the use of advertising that stresses the product’s 
benefits for target customers relative to other available solutions or products. 
Maintain control over product quality to assure customer satisfaction. 

Maximize availability of the product through distribution and promotion activities 
that capitalize on the product’s popularity. 

Maintain or enhance the product’s ability to deliver profits to key channel and supply 
chain partners, especially retailers that control shelf space and product placement. 
Find the ideal balance between price and demand as price elasticity becomes more 
important as the product moves toward the maturity stage. 

Always keep an eye focused on the competition. 

During the growth stage, the overall strategy shifts from acquisition to retention, from 
stimulating product trial to generating repeat purchases and building brand loyalty. This 
is not only true for customers, but also for wholesalers, retailers, and other supply chain 
members. The key is to develop long-term relationships with customers and partners in 
order to prepare for the maturity stage. As the market matures, the firm will need loyal 
customers and good friends in the supply chain in order to remain competitive. Main¬ 
taining key relationships is a challenging and expensive proposition. For this reason, the 
growth stage is the most expensive stage for marketing. 

Pricing also becomes more challenging during the growth stage. As more competitors 
enter the market, the firm must balance its need for cash flow with its need to be com¬ 
petitive. The relationship between price and perceived quality is a complicating factor, as 
is the increasing price sensitivity of customers. It is not surprising during the growth 
stage to see competitors stake out market positions based on premium or value-based 
pricing strategies. Other firms solve the pricing dilemma by offering different products 
at different price points. You can see this strategy in action in the wireless phone market, 
where each service provider offers tiered service offerings (i.e., minutes and features) at 
different pricing levels. FedEx implements the same strategy with its tiered service offer¬ 
ings (overnight by 8:30 a.m., overnight by 10:30 a.m., etc.). 
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Another major challenge during the growth stage is the increasing number of compe¬ 
titors entering the market. There is a tendency for many firms to pay less attention to 
competitors during the growth stage. After all, the market has grown rapidly and there 
is enough business for everyone to have a piece. Why not worry about competitors later? 
Because growth will eventually end and the market will become mature. To protect itself, 
the firm must build a defensible market position as it prepares for market maturity. This 
position may be based on image, price, quality, or perhaps some technological standard. 
Eventually, the market will go through a shakeout period and the dominant firms will 
emerge. In the U.S., this process is already underway in markets such as wireless phones, 
airlines, and Internet technology. 

Maturity Stage 

After the shakeout occurs at the end of the growth stage, the strategic window of oppor¬ 
tunity will all but close for the market and it will enter the maturity stage. No more firms 
will enter the market unless they have found some product innovation significant 
enough to attract large numbers of customers. The window of opportunity often remains 
open, however, for new product features and variations. A good example is the introduc¬ 
tion of light, dry, ice, microbrew, low-alcohol, and low-carb products in the beer indus¬ 
try. These variations can be quite important as firms attempt to gain market share. In the 
face of limited or no growth within the market, one of the few ways for a firm to gain 
market share is to steal it from a competitor. Such theft often comes only with significant 
promotional investments or cuts in gross margin because of the lowering of prices. The 
stakes in this chess match are often very high. For example, just a fractional change in 
market share in the soft drink industry means millions in additional revenue and profit 
for the lucky firm. 

In the typical product life cycle, we expect maturity to be the longest stage. For the 
firm that has survived the growth stage, maturity can be a relatively status quo period 
of time. As long as one maintains sales volume to keep market share constant, a 
longer-term perspective can be taken due to decreasing market uncertainty. Typically, a 
firm has four general goals that can be pursued during the maturity stage: 

Generate Cash Flow. By the time a market reaches maturity, the firm’s products 
should be yielding a very positive cash flow. This is essential to recoup the initial 
investment and to generate the excess cash necessary for the firm to grow and develop 
new products. 

Hold Market Share. Marketing strategy should stress holding market share among 
the dominant brands in the market. Firms having marginal market share must decide 
whether they have a reasonable chance of improving their position. If not, they should 
consider pulling out of the market. 

Steal Market Share. Any firm in a mature market can pursue this goal; however, it is 
more likely to be used by firms holding weaker market positions. The key to this 
strategy is to create incentives that encourage brand switching, even if only 
temporarily. Even small gains in market share can lead to large increases in profits. 
Increase Share of Customer. Share of customer refers to the percentage of each 
customer’s needs in a particular area met by the firm. This strategy is quite common 
in financial services. Likewise, many large grocery chains increase share of customer 
by adding features ranging from ready-to-eat meals to dry cleaning services in an 
effort to create one-stop shopping for family needs. 

To achieve these goals, the firm has at least four general options for strategy selection 
throughout the maturity stage: (1) develop a new product image, (2) find and attract new 
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users to the product, (3) discover new applications and uses for the product, or (4) apply 
new technology to the product. Kraft Foods, for example, launched a massive promo¬ 
tional campaign to create a new product image for Jell-0 after a long decline in sales. 
Today, Jell-0 has once again achieved gourmet status with America’s children. Similarly, 
Whirlpool used product innovation to shake itself free from the “sea of white,” a phrase 
that is often used to describe the bland range of offerings in household appliances. 
Whirlpool’s Duet washers and dryers—industry leaders in design, ease of use, and energy 
efficiency—now command 40 percent of the front-loading market. 15 Finally, as described 
in Beyond the Pages 7.3, Nintendo used a rebranding strategy to attract casual gamers to 
its handheld and home gaming systems. 

Stealing customers away from the competition involves creating incentives for 
non-customers to try the firm’s product. This may entail heavy expenditures in sales 
promotion activities such as product sampling, couponing, or trade promotion to 
encourage prominent display of the product on the store’s shelves. In some cases, 
once the brand switch has been accomplished, customers can be locked in through 
the use of contractual agreements. This is common among wireless phone providers, 
health clubs, and satellite television providers. A more common approach is to simply 
match competitive prices, as is the case among many competing retail firms. For exam¬ 
ple, most pizza chains will accept competitor’s coupons and match their promotional 
incentives to gain business. 



Whirlpool was able to breathe new life into a stagnant market through the use of innovative 
product design. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


222 Part 3: Developing Marketing Strategy 


Beyond the Pages 7.3 

Nintendo’s Rebranding Strategy 16 


Admit it. You've always thought of Nintendo's line of 
game systems as being strictly for kids. You're not 
alone. Most people associate the Nintendo 64, Game- 
cube, Wii, GameBoy, and DSi with famous characters 
such as Mario, Luigi, and Princess Peach. However, 
after several years of sales declines, Nintendo 
embarked on a rebranding strategy to change every¬ 
one's opinions about video games and the gamers 
that enjoy them. The company discovered that casual 
gamers, and even non-gamers, were a much larger 
market than hard-core gamers. Since hard-core 
gamers already preferred the Xbox and PlayStation, 
Nintendo took a Blue Ocean Strategy approach to 
remake the company and specifically target the 
casual and non-gamer markets. 

Nintendo's first step toward rebranding occurred 
in early 2006 with the redesign of its original DS hand¬ 
held game system. Dubbed the DS Lite, the handheld 
was a smaller, lighter, brighter-screened, and dis¬ 
tinctly iPod-looking version of the original DS system. 
It boasted a touch sensitive screen, a stylus, long bat¬ 
tery life, and the ability to play all DS and GameBoy 
Advance games. To coincide with the launch, Nin¬ 
tendo rebranded many of its popular puzzle and skill¬ 
building games under the "Touch Generations" label. 
Titles in the series—including Brain Age, Big Brain 
Academy, Tetris DS, Nintendogs, Magnetica, Electro¬ 
plankton, Sudoku Gridmaster, and True Swing Golf- 
had been available for a while; however, they had not 
been collectively branded and targeted toward a par¬ 
ticular audience. That audience included 40- and 50- 
something men and women in the so-called causal 
gamer market. Unlike younger gamers that enjoy 
playing for long periods of time, casual gamers prefer 
to play games in smaller portions: waiting for the kids 
to finish dance class, riding in mass transit, or as a fun 
way to fill 10 minutes before a meeting. At the time of 
launch, Nintendo's Touch Generations website stated 
this market's needs perfectly: 

Not a hard-core gamer? That's OK. We've made 
games for you in mind. Nintendo's Touch Gen¬ 
erations series, exclusive to the Nintendo DS 
handheld game system, allows you simple, 
engaging interaction with games that promote 
production over destruction, contemplation 
over domination. No complex instructions. No 


steep learning curve. Play a little. Play a lot. It's 
up to you. 

Nintendo's second step toward rebranding 
occurred in late 2006 with the launch of the Wii 
home gaming console. The defining characteristic of 
the Wii was its wireless controller—the Wii Remote. It 
allowed gamers to play games interactively by mov¬ 
ing their arms and body in distinct game-like motions 
(such as playing tennis, baseball, or driving a car). 
Nintendo also expanded the Touch Generations 
brand to include Wii games such as Wii Fit, Wii 
Music, and Big Brain Academy. After launch, both 
the DS Lite and the Wii quickly became the best sell¬ 
ing gaming platforms in the world. 

In 2009, Nintendo further refined its strategy with the 
launch of the DSi handheld gaming system. Although 
the system looked very much like the DS Lite, it incorpo¬ 
rated larger screens, front- and rear-facing cameras, an 
online game store, removable storage, and picture¬ 
editing software. The handheld was further updated in 
2011 to the 3DS featuring 3D graphics. Together, these 
changes made the DSi and 3DS much more social than 
the original system. In fact, Nintendo's goal was to 
create a system that did more than play games. The 
company wanted to create a system that enriched 
people's lives. This shift necessitated a change in 
Nintendo's marketing about Touch Generations: 

The Touch Generations family of software lets 
people from all walks of life connect with each 
other through fun and engaging interactive 
experiences—no matter what their age, gender, 
or background. Titles like Wii Fit™ Plus and Art 
Academy™ can bring families together in new 
and exciting ways. After all, fun is a universal 
idea. Just look for the distinctive orange logo 
on the game box at your local retailer. 

Nintendo's Touch Generations strategy takes advan¬ 
tage of trends in the gaming market. The average age 
of frequent game purchasers is 40, with a full 25 per¬ 
cent of all gamers being over the age of 50. Nintendo 
believes that there is large segment of "dormant" 
gamers in the market who enjoyed playing Pac-Man 
and Pong as children or young adults. Many experts 
agree and point to the huge success of The Sims as 
an example of a game that appeals to this market. 
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Decline Stage 

A product’s sales plateau will not last forever, and eventually a persistent decline in revenue 
begins. A firm has two basic options during the decline stage: (1) attempt to postpone the 
decline, or (2) accept its inevitability. Should the firm attempt to postpone the decline, the 
product’s demand must be renewed through repositioning, developing new uses or features 
for the product, or applying new technology. For example, despite the decline in sales of 
muscle cars over the past two decades, Ford, Chrysler, and GM have successfully launched 
redesigned versions of their famous brands. The Ford Mustang Shelby GT 500 was intro¬ 
duced in 2007 to eager buyers willing to pay $20,000 over sticker (which was around 
$40,000) to get the first Shelbys produced. Chrysler’s Dodge Challenger debuted in 2008, 
with GM’s Chevy Camaro launching in 2009. 17 Today, all three brands are still selling 
quite well. Postponing a product’s decline in this manner takes a great deal of time and a 
substantial investment of resources. Many firms, however, do not have the resources or 
opportunity to renew a product’s demand and must accept the inevitability of decline. In 
such instances, the firm can either harvest profits from the product while demand declines 
or divest the product, taking steps to abandon it or sell it to another firm. 

The harvesting approach calls for a gradual reduction in marketing expenditures, and 
uses a less resource-intensive marketing mix. A harvesting strategy also allows the firm 
to funnel its increased cash flow into the development of new products. For example, 
GM phased out the Oldsmobile brand over several years by offering discounts and 
other special incentives, such as longer product warranties, to allay customer fears of 
limited product support. A company using the divesting option withdraws all marketing 
support from the product. It may continue to sell the product until it sustains losses, or 
arrange for the product to be acquired by another firm. For example, Procter & Gamble 
dropped its Oxydol brand laundry detergent and sold it to Redox Brands (now known as 
CR Brands) for $7 million. Though P&G had sold Oxydol for 73 years, the company 
decided to delete the brand after its sales fell from a high of $64 million in 1950 to only 
$5.5 million just before the sale. CR Brands now markets the brand as Oxydol Extreme 
Clean and targets Generation X consumers with liquid versions and vibrant packaging. 18 

There are several factors that the firm should take into consideration before deciding 
on an appropriate marketing strategy during the decline stage: 

Market Segment Potential. The firm might have loyal customer segments that will 
continue to buy the product. If these segments are viable and profitable, the firm 
should postpone the decline or slowly harvest the product. For example, despite the 
decline in the DVD rental market, a substantial number of customers like Redbox for 
its convenience and low prices. 

The Market Position of the Product. A product in a leading market position with a 
solid image may be profitable and generate excess cash by attracting customers from 
competitors’ abandoned products. 

The Firm’s Price and Cost Structure. If the firm is a low cost producer in the 
industry and can maintain its selling price, the product can remain viable even in a 
declining market. The firm’s cost structure could also be enhanced by no longer 
having to invest in the product’s marketing program. 

The Rate of Market Deterioration. The faster the rate of market deterioration, the 
sooner the firm should divest the product. 

Although the firm should carefully consider these factors, it should not be sentimental 
about dropping a failing product or brand. On the other hand, the firm should not 
quickly dismiss a renewal attempt, particularly if the firm does not have a better alterna¬ 
tive use for its resources. 
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Throughout the product life cycle, it is imperative that the firm stays focused on 
changes in the market, not on its products or brands. Products and brands have life 
cycles only because markets and customers change. By focusing on changing markets, 
the firm can attempt to create new and better quality products to match customers’ 
needs. Only in this way can a firm grow, prosper, remain competitive, and continue to 
be seen as a source of solutions by the target market. 


Lessons from Chapter 7 

Branding strategy: 

is critical to the effective differentiation and positioning of 
the complete offering. 

involves selecting the right combination of name, symbol, 
term, or design that identifies a specific product or firm, 
has two parts: the brand name (words, letters, and 
numbers) and the brand mark (symbols, figures, or a 
design). 

involves more than developing a brand name or brand 
mark. To be truly successful, a brand should succinctly 
captures the product offering in a way that answers a 
question in the customer’s mind. 

involves the many different attributes that make up the 
way customers think about brands: people (employees 
and endorsers), places (country of origin and channels), 
things (events, causes, and third-party endorsements), and 
other brands (alliances, branded ingredients, the 
company, and extensions). 

also involves corporate branding, which includes activities 
aimed at a variety of stakeholders to build and enhance 
the firm’s reputation. 

is important because of the many advantages of branding, 
including making it easier for customers to find and buy 
products. 

involves decisions such as selling manufacturer versus 
private-label brands. Although private-label brands are 
generally more profitable, manufacturer brands have 
built-in demand, recognition, and product loyalty, 
involves decisions related to individual versus family 
branding. 

involves managing strategic brand alliances, such as 
cobranding or brand licensing, that involve developing 
close relationships with other firms, 
involves developing customers’ loyalty to brands. Brand 
loyalty is a positive attitude toward a brand that causes 
customers to have a consistent preference for that brand 
over all other competing brands in a product category. 
Three levels of loyalty include brand recognition, brand 
preference, and brand insistence. 

involves building the brand’s value to the firm with 
respect to its equity, or the marketing and financial 
value associated with a brand’s position in the 
marketplace. 


also involves taking steps to protect brand names and 
brand marks from trademark infringement by other 
firms. 

Packaging and labeling: 

are important considerations in branding strategy because 
packaging often goes hand-in-hand in developing a 
product, its benefits, its differentiation, and its image, 
includes issues such as color, shape, size, and convenience 
of the package or the product’s container, 
are often used in product modifications or cobranding to 
reposition the product or give it new and improved 
features. 

are vital in helping customers make proper product 
selections. 

can have important environmental and legal 
consequences. 

Differentiation and positioning: 

involves creating differences in the firm’s product offering 
that set it apart from competing offerings 
(differentiation), as well as the development and 
maintenance of a relative position for a product offering 
in the minds of the target market (positioning), 
can be monitored through the use of several tools 
including perceptual mapping (a visual, spatial display of 
customer perceptions on two or more key dimensions) 
and the strategy canvas (a visual tool that depicts how 
the firm stacks up against the competition across several 
competitive factors that are important to the target 
market). 

is fundamentally based on the brand, but can include 
other bases for differentiation including product 
descriptors (features, advantages, benefits) and customer 
support services. 

includes the positioning strategies of strengthen the 
current position and repositioning. 

Managing brands over time: 

can be addressed via the traditional product life cycle, 
which traces the evolution of a product’s or brand’s 
development and birth, growth and maturity, and 
decline and death over five stages: 
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• development—a time of no sales revenue, negative 
cash flow, and high risk 

• introduction—a time of rising customer awareness, 
extensive marketing expenditures, and rapidly 
increasing sales revenue 

• growth—a time of rapidly increasing sales revenue, 
rising profits, market expansion, and increasing 
numbers of competitors 

• maturity—a time of sales and profit plateaus, a shift 
from customer acquisition to customer retention, 

Questions for Discussion 

1. Consider the notion that a truly effective brand is 
one that succinctly captures the product offering 
in a way that answers a question in the customer’s 
mind. Now, consider these brands (or choose your 
own): Coca-Cola, Disney, Marlboro, American 
Express, and Ford. What questions do these brands 
answer? Why are these effective brands? 

2. Compare the corporate reputation scores in Exhibit 
7.2 with the brand valuations in Exhibit 7.4. Why 
does Apple sit at the top of both lists? How has the 

Exercises 

1. Using the brand attribute framework in Exhibit 7.1, 
construct an overall branding statement about your¬ 
self. How would others, especially potential employ¬ 
ers, look at your brand? What areas do you need to 
improve? Does your brand answer key questions or 
create questions about your abilities? 

2. Do some background research on the following 
markets: wireless phone service, DVD players, and 
pizza. Which stage of the product life cycle is each 
of these markets in currently? What market charac- 


and strategies aimed at holding or stealing market 
share 

• decline—a time of persistent sales and profit 
decreases, attempts to postpone the decline, or 
strategies aimed at harvesting or divesting the 
product 

can be influenced by shifts in the market, or by the 
actions of the firms within the industry as they 
constantly reinvent themselves. 


company used good branding and positioning 
strategy to achieve this result? How is it that 
Wells Fargo can have a very high brand valuation, 
but a very low corporate reputation score? 

3. Look back at the Top 10 brands in Exhibit 7.4. What 
bases do these brands use for differentiation? What 
strategies do they use to create a relative position in 
their respective markets? Why do these brands hold 
so much value? 


teristics lead you to feel this way? Is there evidence 
that any of these markets are on the verge of moving 
into the next stage of the life cycle? Explain. 

3. Think about the last purchase you made in each of 
the following product categories. What were the 
features, advantages, and benefits of the specific 
product or brand that you selected? After complet¬ 
ing the table, consider the positioning of the prod¬ 
uct or brand in the market. Does its positioning 
match your responses in the table? Explain. 



Features 

Advantages 

Benefits 

Athletic Shoes 

Brand 




Sit-Down Restaurant 

Name or 

Franchise 




Airline 

Brand 
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CHAPTER 

Ethics and Social 
Responsibility in 
Marketing Strategy 

Introduction 

The importance of marketing ethics and social responsibility has grown in recent 
years, and their role in the strategic planning process has become increasingly 
important. Many firms have seen their images, reputations, and marketing efforts 
destroyed by problems in these areas. The failure to see ethical conduct as part of 
strategic marketing planning can destroy the trust and customer relationships that 
are necessary for success. Ethics and social responsibility are also necessary in light 
of stakeholder demands, and many aspects of ethics can become legal issues. For 
example, price fixing, bribery, conflicts of interest, fraud, and deceptive advertising 
and sales practices all have legal implications. Marketing ethics does not just 
happen by hiring ethical people; it requires strategic decisions that become a part 
of the overall marketing strategy and culture of the firm. 

The traditional view of marketing holds that ethics and social responsibility 
are good supplements to business activities but may not be essential. Some 
marketers believe that ethics and social responsibility initiatives drain resources 
that could be better used for other marketing activities. Yet research has shown 
that ethical behavior can not only enhance a company’s reputation, but also 
contribute significantly to its bottom line. 2 As demonstrated by Salesforce.com’s 
success in Beyond the Pages 8.1, social responsibility and sustainability are 
becoming increasingly popular among businesses as a way to reduce a company’s 
carbon footprint and create a positive image among stakeholders. Ample evidence 
demonstrates that ignoring stakeholders’ demands for responsible marketing can 
destroy customers’ trust and even prompt increased government regulation. 
Irresponsible actions that anger customers, employees, or competitors may 
jeopardize a firm’s financial standing and also lead to legal repercussions. For 
instance, GlaxoSmithKline settled with the U.S. Justice Department for $3 billion 
after the Justice Department accused it of defrauding Medicaid and marketing 
certain drugs illegally. One of the accusations levied against GlaxoSmithKline was 
that it marketed its drug Wellbutrin for uses not approved by the Food and Drug 
Administration. Such off-label marketing is illegal. ’ Today, most CEOs recognize 
that companies must do better. As Indra Nooyi, chairperson and CEO of PepsiCo, 
states: “performance without purpose is not a long-term sustainable formula.” 4 
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Beyond the Pages 8.1 

Salesforce.com Adopts a Stakeholder Orientation 1 


Salesforce.com truly believes in sharing the wealth. 
Salesforce.com is a cloud computing organization 
that provides software, such as customer relationship 
management applications, to a variety of clients 
including Dell, Qualcomm, NBCUniversal, and 
Symantec. The various applications in the Sales- 
force.com platform bring people and data together 
to provide information the sales force needs to be 
successful. Additionally, Salesforce.com is a known 
and respected leader in social responsibility. 

Salesforce.com secured the number one spot in 
Fortune's ranking of the 25 top-paying companies. 
Believing that employees are largely responsible for 
making Salesforce.com what it is today, 
Salesforce.com provides large bonuses to its top per¬ 
formers, pays for "incentive trips" to Hawaii, and 
allows some of its employees to own stock in the 
company. The average total pay at Salesforce.com 
exceeds $300,000. 

To hold the company accountable to its investors, 
Salesforce.com has implemented several policies to 
ensure objectivity and accountability. Most of the 
company's board members are independent, reduc¬ 
ing the chance that board members might experience 
conflicts of interest in their responsibilities. The com¬ 
pany has also adopted an ethics code and has an 
ethics office to ensure that the company's ethical 
expectations are met. 

Additionally, Salesforce.com views the environ¬ 
ment as an important stakeholder. The company con¬ 
tinually strives to reduce its environmental impact. Its 
buildings meet LEED (Leadership in Energy and Envi¬ 
ronmental Design) standards, and Salesforce.com 
communicates its environmental expectations 
throughout the company and its supply chain. 
Salesforce.com also creates products to help its cus¬ 
tomers measure their environmental impact. The 


company claims that its cloud computing model 
reduces greenhouse gas emissions by 95 percent 
compared to traditional hardware or software. 
Salesforce.com also discloses its carbon emissions 
data for independent assessment. The Carbon Disclo¬ 
sure Institute, which analyzes S&P 500 companies on 
its carbon emissions data, awarded Salesforce.com 
85 percent for its disclosure. Although Salesforce. 
com still has many ways it can improve its efforts 
toward sustainability, its willingness to disclose infor¬ 
mation about the sustainability of its operations 
demonstrates the company's commitment toward the 
environment. 

In 2011, for the fourth consecutive year, 
Salesforce.com was named as one of the "World's 
Most Ethical" companies by the Ethisphere Institute. 
Much of this has to do with Salesforce.corn's 1/1/1 
Model, which stands for 1 percent time (in which 
employees are given 1 percent time to volunteer), 1 
percent equity (in which 1 percent of its capital is 
given to the Salesforce.com Foundation), and 1 per¬ 
cent product. As a result of this program, 
Salesforce.com has donated more than 240,000 
employee-hours to community causes, has donated 
or discounted licenses for its software to more than 
10,000 organizations (many of them nonprofits), and 
has awarded more than $21 million in grants. By inte¬ 
grating corporate social responsibility into the com¬ 
pany culture, Salesforce.com hopes to make a 
positive difference in communities and nonprofit 
organizations. 

All of these ethical initiatives have not diminished 
Salesforce.corn's profitability. In fact, it's quite the 
contrary. Salesforce.com has experienced rapid 
growth and was added into the S&P 500 in 2008. 
Social responsibility has appeared to pay off for the 
company's bottom line. 


In this chapter, we look at the dimensions of ethics and social responsibility, 
sustainability issues in marketing, the role of ethics and social responsibility in 
connection to marketing strategy, and the challenges of ethical behavior. We also 
address specific ethical issues within the firm’s marketing program, as well as 
organizational and self-regulating methods of preventing misconduct. We 
examine the organizational context of marketing ethics, including codes of ethics 
and the impact of ethical leadership. Additionally, we show the role of ethics and 
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social responsibility in improving both marketing and financial performance. 
Finally, we discuss how ethics and social responsibility can be incorporated into 
strategic planning. 

Ethics and Social Responsibility in 
Marketing Strategy 

In response to customer demands, along with the threat of increased regulation, firms 
increasingly incorporate ethics and social responsibility into the strategic marketing plan¬ 
ning process. Any organization’s reputation can be damaged by poor performance or 
ethical misconduct. Obviously, stakeholders who are most directly affected by negative 
events will have a corresponding shift in their perceptions of a firm’s reputation. How¬ 
ever, even those indirectly connected to negative events can shift their attitudes toward 
the firm. Some scandals may lead to boycotts and aggressive campaigns to dampen sales 
and earnings. Nestle experienced a backlash when Greenpeace revealed that the company 
used non-sustainable palm oil in its Kit-Kat bars. Palm oil plantations have destroyed 
thousands of acres of rainforests and have threatened the habitat of many native species, 
including orangutan populations. Consumers were outraged and posted angry messages 
to Nestle’s Facebook page. The backlash prompted the company to sever ties with its 
palm oil supplier and allow the Forest Trust to perform audits of its supply chain. 5 

Dimensions of Social Responsibility 

Social responsibility is a broad concept that relates to an organization’s obligation to 
maximize its positive impact on society while minimizing its negative impact. As shown 
in Exhibit 8.1, social responsibility consists of four dimensions: economic, legal, ethical, 
and philanthropic. 6 

Economic and Legal From an economic perspective, firms must be 

responsible to all stakeholders for financial success. The economic responsibility of mak¬ 
ing a profit serves employees and the community at large due to its impact on employ¬ 
ment and income levels in the area that the firm calls home. Firms also have 
expectations, at a minimum, to obey laws and regulations. This is a challenge because 
the legal and regulatory environment is hard to navigate and interpretations of the law 
change frequently. Laws and regulations are designed to keep U.S. companies’ actions 
within the range of acceptable conduct and fair competition. When customers, interest 
groups, or competitors become concerned over what they perceive as misconduct on 
the part of a marketing organization, they may urge their legislators to draft new laws 
to regulate the behavior or engage in litigation to force the organization to “play by the 
rules.” For example, complaints from merchants about high debit card fees prompted 
new legislation that capped how much banks can charge for processing debit card trans¬ 
actions. 7 Economic and legal responsibilities are the most basic levels of social responsi¬ 
bility for a good reason: failure to consider them may mean that a firm is not around 
long enough to engage in ethical or philanthropic activities. 

Ethical Responsibilities At the next level of the pyramid, marketing ethics refers to 
principles and standards that define acceptable marketing conduct as determined by the 
public, government regulators, private-interest groups, competitors, and the firm itself. 
The most basic of these principles have been codified as laws and regulations to induce 
marketers to conform to society’s expectations of conduct. However, it is important to 
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Source: Reprinted from Business Horizons 34(4) (July/August 1991), Archie Carroll, “The Pyramid of Corporate Social Responsibility: Toward the Moral 
Management of Organizational Stakeholders” p. 42, Copyright © 1991, with permission from Elsevier. 


understand that marketing ethics go beyond legal issues: Ethical marketing decisions fos¬ 
ter trust, which helps build long-term marketing relationships. Marketing ethics includes 
decisions about what is right or wrong in the organizational context of planning and 
implementing marketing activities in a global business environment to benefit (1) orga¬ 
nizational performance, (2) individual achievement in a work group, (3) social accep¬ 
tance and advancement in the organization, and (4) stakeholders. This definition of 
marketing ethics recognizes that ethical decisions occur in a complex social network 
within a marketing organization. Marketers are often asked by upper-level management 
to help make the numbers by reaching almost impossible sales targets. In fact, most mar¬ 
keting misconduct is done to help the organization. Being a team player and bending the 
rules to make targets may result in a promotion. On the other hand, it has destroyed the 
careers of some of those willing to do anything that they are asked to do. 

Evidence shows that ignoring ethical issues can destroy stakeholder trust and prompt 
government intervention. When firms engage in activities that deviate from accepted 
principles to further their own interests, continued marketing exchanges become diffi¬ 
cult, if not impossible. The best way to deal with such problems is during the strategic 
planning process, not after major problems materialize. For example, Google was forced 
to pay $500 million to settle allegations that it had knowingly displayed illegal advertise¬ 
ments from Canadian pharmacies. The Justice Department alluded to emails involving 
Google employees that suggested they had helped pharmacies avoid controls Google 
had in place to prevent such misconduct. The Justice Department claimed that the pre¬ 
scription drugs being advertised could be unsafe for consumers, which led to the harsh 
penalty levied against Google. 8 
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Discussing and addressing potential problems during the strategic planning process 
could save a company millions in the long term. As a result, more and more companies 
create extensive ethics and compliance programs to identify problems early on. For 
instance, Lockheed Martin, a technology aerospace manufacturer and global security 
company, has a comprehensive ethics program. These programs address the key ethical 
risks facing marketing. Every firm has unique risks based on the industry and the firm’s 
unique marketing strategy. For example, in the direct selling industry, recruiting and 
compensating sales representatives requires transparent and truthful communication. 
Therefore, the self-regulatory Direct Selling Association has developed a code of ethics 
to deal with this as well as other risk areas. 

Ethical and socially responsible behavior requires commitment. Some firms simply 
ignore these issues and focus instead on satisfying their economic and legal responsibili¬ 
ties, with an eye toward the overall bottom line of profits. Although the firm may do 
nothing wrong, it misses out on the long-term strategic benefits that can be derived 
from satisfying ethical and philanthropic responsibilities. Firms that choose to take 
these extra steps concern themselves with increasing their overall positive impact on 
society, their local communities, and the environment, with the bottom line of increased 
goodwill toward the firm, as well as increased profits. The focus on ethical and philan¬ 
thropic dimensions has the potential to build trust and long-term customer loyalty. 
These should be the goals of every effective marketing program. 

Philanthropic Responsibilities At the top of the pyramid are philanthropic respon¬ 
sibilities. These responsibilities, which go beyond marketing ethics, are not required of a 
company, but they promote human welfare or goodwill above and beyond the economic, 
legal, and ethical dimensions of social responsibility. Many companies demonstrate phil¬ 
anthropic responsibility, which is evidenced by the more than $15 billion in annual cor¬ 
porate donations and contributions to environmental and social causes. 9 Even small 
companies participate in philanthropy through donations and volunteer support of 
local causes and national charities, such as the Red Cross and the United Way. For 
example, Charlotte Street Computers in Asheville, North Carolina has developed a 
refurbishing center that refurbishes computers and then donates them to those in need. 
The small business also sponsors several community events and fundraising for 
charities. 10 

More companies than ever are adopting a strategic approach to corporate philan¬ 
thropy. Many firms link their products to a particular social cause on an ongoing or 
short-term basis, a practice known as cause-related marketing. General Mills, for exam¬ 
ple, uses its Box Tops for Education program to raise money for schools. Consumers can 
raise money for their children’s schools by cutting Box Top coupons found on partici¬ 
pating products. Schools can then redeem these coupons for cash. The program has 
generated approximately $400 million for schools since it was implemented in 1996. 11 
Such cause-related programs tend to appeal to consumers because they provide an addi¬ 
tional reason to “feel good” about a particular purchase. Marketers like these programs 
because they often increase sales and create feelings of respect and admiration for the 
companies involved. Indeed, research suggests that 85 percent of American consumers 
have a more positive opinion of an organization when it supports causes that they care 
about. 12 

On the other hand, some companies are beginning to extend the concept of corporate 
philanthropy beyond financial contributions by adopting a strategic philanthropy 
approach, the synergistic use of organizational core competencies and resources to 
address key stakeholders’ interests and achieve both organizational and social benefits. 
Strategic philanthropy involves employees, organizational resources and expertise, and 
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Philanthropic activities are not only good for society, they can also be useful in promoting the 
corporation. 


the ability to link those assets to the concerns of key stakeholders, including employees, 
customers, suppliers, and social needs. Strategic philanthropy involves both financial and 
nonfinancial contributions to stakeholders (employee time, goods and services, company 
technology and equipment, etc.), while also benefiting the company. 13 For instance, 
California-based apparel company Patagonia incorporates environmental concerns into 
its operations. Patagonia uses environmentally friendly materials such as organic cotton 
or recycled polyester. In addition, the company recycles garments that have reached 
the end of their life. Patagonia also believes it must be an active participant in preserving 
the environment. The company donates 1 percent of its sales toward preserving and 
restoring the environment. 14 

Philanthropic activities make very good marketing tools. Thinking of corporate phi¬ 
lanthropy as a marketing tool may seem cynical, but it points out the reality that philan¬ 
thropy can be very good for a firm. Coca-Cola, for example, has embarked on an 
initiative to research, test, and develop hygiene intervention and sustainable water solu¬ 
tions at schools in Kenya. As part of the initiative, teachers at the schools will learn how 
to treat the water supply with chlorine to help prevent illnesses. Coca-Cola’s efforts indi¬ 
cate that it is willing to take these stakeholders’ concerns seriously to improve the envi¬ 
ronment and consumer health. 15 

Sustainability 

One of the more common ways marketers demonstrate social responsibility is through 
programs designed to protect and preserve the natural environment. Sustainability 
includes the assessment and improvement of business strategies, economic sectors, 
work practices, technologies, and lifestyles—all while maintaining the natural environ¬ 
ment. Many companies make contributions to sustainability by adopting more eco- 
friendly business practices and/or supporting environmental initiatives. For instance, 
Walmart has taken steps to reduce waste and decrease greenhouse gas emissions in its 
supply chain. Walmart’s example is convincing other large retailers to take similar 
actions. 16 Another green practice many companies adopt involves building new facilities 
that adhere to Leadership in Energy and Environmental Design (LEED) standards. These 
standards provide a framework for incorporating greener building materials and more 
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efficient operations into construction. 17 Recreation Equipment, Inc. (REI) has built six 
facilities that are LEED certified. 18 Because buildings produce 40 percent of greenhouse 
gas emissions, green building construction can have a significant impact toward sustain¬ 
ability. Such efforts generate positive publicity and often increase sales for the companies 
involved. 

Many products have been certified as “green” by environmental organizations such as 
Green Seal and carry a special logo identifying their organization as green marketers. 
Lumber products at Home Depot, for example, may carry a seal from the Forest Stew¬ 
ardship Council to indicate that they were harvested from sustainable forests using 
environmentally friendly methods. 19 Likewise, most Chiquita bananas are certified 
through the Rainforest Alliance’s Better Banana Project as having been grown with 
more environmentally and labor-friendly practices. 20 In Europe, companies can volun¬ 
tarily apply for the EU Ecolabel to indicate that their products are less harmful to the 
environment than competing products, based on scientifically determined criteria. 

The emphasis on sustainability has led many firms to engage in green marketing, a 
strategic process involving stakeholder assessment to create meaningful long-term rela¬ 
tionships with customers, while maintaining, supporting, and enhancing the natural 
environment. In contrast, some companies choose to engage in a deceptive marketing 
practice called greenwashing, which involves misleading a consumer into thinking that 
a good or service is more environmentally friendly than it actually is. This generally 
takes the form of misleading product labels, which can range from making environmen¬ 
tal claims that are required by law and are therefore irrelevant (for example, saying that a 
product is CFC-free when CFCs have been banned by the government) to puffery (exag¬ 
gerating environmental claims) to fraud. 21 Firms need to be careful when using words 
like green, sustainable, or environmentally friendly so as not to mislead consumers and 
face potential litigation. The federal government has taken a tougher stand on environ¬ 
mental issues, and as greenwashing becomes more prevalent, it is likely that legal action 
will increase. Since 2000, the FTC has taken legal action against three companies for 
greenwashing. Since one-third of consumers rely exclusively on labels to decide if a prod¬ 
uct is environmentally friendly, it is important that labels tell the truth. 22 

Some organizations have developed a certification system to help consumers make 
informed decisions when buying supposedly green products. For example, the Carbon 
Trust offers a certification that validates claims about reducing carbon output. However, 
certification organizations are not always trustworthy either. Some of them charge a fee 
and do not hold products to rigorous standards. As explained in Beyond the Pages 8.2, 
the best way for consumers to be informed about eco-friendly products is to do their 
research before going shopping. 

Despite the problem of greenwashing, many firms take proactive steps to become 
more sustainable. General Motors is investigating more sustainable solutions for its vehi¬ 
cles partially to meet the 2025 mandate that vehicles must get 54.5 miles per gallon. 24 
Other firms are choosing to experiment with alternative energy solutions as a form of 
social responsibility. IKEA is using geothermal energy—energy derived from the natural 
heat inside the Earth—to power some of its stores, while Walmart is experimenting with 
solar energy. 25 As support for sustainability continues to increase, companies are quickly 
recognizing that sustainability initiatives are a smart marketing move. 

Marketing Ethics and Strategy 

Marketing ethics includes the principles and standards that guide the behavior of indivi¬ 
duals and groups in making marketing decisions. Marketing strategy must consider 
stakeholders—including managers, employees, customers, government regulators, suppli¬ 
ers, shareholders, the community, and special-interest groups—all of whom contribute to 
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Beyond the Pages 8.2 

Finding the Real Green Products 23 


What makes a green product green? This question is 
actually quite complicated. The growing popularity of 
eco-friendly products is encouraging businesses to 
create and sell more green items. However, some 
businesses cut corners by touting their products as 
green when they really aren't—a form of misconduct 
known as greenwashing. Greenwashers make unjus¬ 
tifiable "green" claims about their products to appeal 
to the eco-friendly consumer. One study determined 
that as many as 95 percent of products marketed as 
green were guilty of at least one form of greenwash¬ 
ing. As a result, many consumers claim they don't 
know how to ensure that a company is really eco- 
friendly. 

One common way that companies engage in 
greenwashing is by sustainably sourcing one product 
ingredient while the other ingredients remain unsus¬ 
tainable. This might be akin to a company claiming 
that its product is green since one of the ingredients 
is organic cotton, while simultaneously glossing over 
the fact that the product also consists of nonrecycla- 
ble products or chemicals. Unfortunately, the subjec¬ 
tive nature of greenwashing makes it harder to detect, 
as consumers themselves differ on what is green and 
what is greenwashing. For instance, some consumers 
feel misled by Cascade Farm's logo of a small idyllic 
farm when they discover that the brand is actually 
owned by General Mills. Others are unconcerned as 
long as the brand's organic claims are true. Being 
green often requires tradeoffs as well—some of 


which consumers might find to be unacceptable. 
Compact fluorescent light bulbs save energy, but 
they also contain mercury that could harm consumers 
if they break. The question of how far to go to create a 
green product can be controversial. 

The issue of greenwashing has become so perva¬ 
sive that it is prompting government intervention. 
The Federal Trade Commission (FTC) has released 
green guidelines to define what is acceptable in 
green advertising. The FTC has also begun cracking 
down on companies for making false claims. For 
example, it sent warning letters to 78 retailers includ¬ 
ing Walmart, Kohl's, and The Gap after they adver¬ 
tised that their rayon products were made from 
bamboo. However, guidelines do not have the same 
effect as laws, particularly as individual consumers 
may have their own views of what constitutes a 
"green" product. The best way consumers can 
avoid greenwashing is to investigate green claims 
for themselves. Such an investigation could include 
looking for third-party certification of a product's 
"greenness," paying attention to ingredient lists, 
and looking for information on trustworthy websites. 
At the same time, it is important for consumers to 
realize that all products have some effect on the 
environment. Rather than looking for a 100 percent 
green product, consumers could instead look for 
ways that companies have increased sustainability 
throughout its operations to decrease its negative 
environmental impact. 


accepted standards and society’s expectations. The most basic of these standards have 
been codified as laws and regulations to encourage companies to conform to society’s 
expectations of business conduct. These laws were usually passed due to societal con¬ 
cerns about misconduct that was damaging to competition or to consumers. 

The standards of conduct that determine the ethics of marketing activities require 
both organizations and individuals to accept responsibility for their actions and to com¬ 
ply with established value systems. Repeated ethical misconduct in a particular business 
or industry sometimes requires the government to intervene, a situation that can be 
expensive and inconvenient for businesses and consumers. Early in the twenty-first cen¬ 
tury, business ethics appeared to be improving after Enron, WorldCom, and the passage 
of the Sarbanes-Oxley Act in 2002. However, misconduct in the financial and banking 
sectors, as well as high-profile failures of companies like GM during the 2008-2009 
financial crisis, created a dramatic erosion of consumer confidence and trust. Not 
surprisingly, this sentiment peaked during the height of the financial crisis. Marketing 
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deceptions, such as lying or misrepresenting information, increased consumer distrust 
of some businesses and industries, such as the mortgage industry, and contributed 
to economic instability during the crisis. Misleading consumers, investors, and other 
stakeholders not only caused the ruin of established companies like Lehman Brothers 
and Countrywide Financial, but also led to the arrests of major company officials and 
the loss of billions of investor’s dollars. Without a shared view of appropriate and accept¬ 
able business conduct, companies often fail to balance their desires for profits against the 
wishes and needs of society. 

When companies deviate from the prevailing standards of industry and society, the 
result is customer dissatisfaction, lack of trust, and legal action. The reputation of 
the firm is one of the most important considerations for consumers. Marketers should 
be aware of stakeholders and the need to build trust. When marketing activities deviate 
from accepted standards, the exchange process can break down, resulting in customer 
dissatisfaction, lack of trust, and lawsuits. A recent study shows that only about 50 per¬ 
cent of U.S. consumers trust businesses today, which can significantly affect the relation¬ 
ship between consumers and business. 26 Trust is an important concern for marketers 
since it is the foundation for long-term relationships. Consumer lack of trust has 
increased in recent years due to the financial crisis and deep recession. The questionable 
conduct of high-profile financial institutions and banks has caused many consumers to 
critically examine the conduct of all companies. Trust must be built or restored to gain 
the confidence of customers. Exhibit 8.2 describes the trust Americans have for different 
institutions. Once trust is lost, it can take a lifetime to rebuild. The way to deal with eth¬ 
ical issues is proactively during the strategic planning process, not after major problems 
materialize. 

Given that so much of a company’s success depends on the public’s perceptions of the 
firm, a firm’s reputation is one of its greatest internal resources that directly affect 
the success of the marketing strategy. The value of a positive reputation is difficult to 
quantify, but it is very important and once lost can be difficult to regain. Consider that 
70 percent of the market value of McDonald’s is based on intangible assets such as brand 
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value and goodwill. 27 A single negative incident can influence perceptions of a firm’s 
image and reputation for years afterward. Corporate reputation, image, and branding 
are more important than ever and are among the most critical aspects of sustaining rela¬ 
tionships with key stakeholders. Although an organization does not control its reputation 
in a direct sense, its actions, choices, behaviors, and consequences do influence its repu¬ 
tation. For example, BP’s reputation based on sustainability and its Beyond Petroleum 
image was destroyed by the Gulf oil spill disaster. 

The Challenges of Being Ethical and Socially Responsible 

Although most consider the values of honesty, respect, and trust to be self-evident and 
universally accepted, business decisions involve complex and detailed discussions in 
which correctness may not be so apparent. Both employees and managers need experi¬ 
ence within their specific industry to understand how to operate in gray areas or to han¬ 
dle close calls in evolving areas, such as Internet privacy. For example, how much 
personal information should be stored on a firm’s website without customers’ permis¬ 
sion? In Europe, the European Union Directive on Data Protection prohibits selling or 
renting mailing lists—consumers’ data cannot be used without their permission. 28 In 
the United States, firms have more freedom to decide how to collect and use customers’ 
personal data, but advancing technology raises new questions every day. As businesses 
continue to push the limits of privacy, the government has begun to crack down on 
what it sees as privacy infringement. Facebook agreed to undergo independent privacy 
audits for the next 20 years after the Federal Trade Commission decided that Facebook’s 
2009 changes to its privacy policies were done without warning users. The FTC felt such 
changes violated users’ rights to know what information was being made public. 29 Issues 
related to personal privacy, unsolicited e-mail, and misappropriation of copyrighted 
intellectual property cause ethical problems. Protecting trademarks and brand names 
becomes more difficult as digital communication and social media expands. 

Individuals who have limited business experience often find themselves required to 
make sudden decisions about product quality, advertising, pricing, bribery, hiring prac¬ 
tices, privacy, and pollution control. For example, how do advertisers know when they 
make misleading statements as opposed to simple puffery or exaggeration? Bayer claims 
to be “the world’s best aspirin”; Hush Puppies are “the earth’s most comfortable shoes”; 
and Firestone (before its famous recall of 6.5 million tires) promised “quality you can 
trust.” 30 The personal values learned through socialization from family, religion, and 
school may not provide specific guidelines for these complex business decisions. In 
other words, a person’s experiences and decisions at home, in school, and in the commu¬ 
nity may be quite different from the experiences and the decisions that he or she has to 
make at work. Moreover, the interests and values of individual employees may differ 
from those of the company in which they work, from industry standards, and from soci¬ 
ety in general. When personal values are inconsistent with the configuration of values 
held by the work group, the potential for ethical misconduct increases. Exhibit 8.3 pro¬ 
vides an overview of the most common types of observed misconduct in organizations. 

Although Exhibit 8.3 documents many types of issues that exist in organizations, due 
to the almost infinite number of ways that misconduct can occur, it is impossible to 
identify every conceivable ethical issue. It is also important to note that most of these 
potential issues are not clearly obvious to customers. However, any type of manipulation, 
deceit, or even just the absence of transparency in decision making can potentially create 
issues that become evident to customers, supply chain partners, or other important sta¬ 
keholders. With that in mind, we now turn our attention to specific ethical issues in the 
marketing program. 
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EXHIBIT 8.3 Types of Misconduct Observed in Organizations 


2009 (%) 2011 (%) 


Misuse of company time 

N/A 

33 

Abusive behavior 

22 

21 

Lying to employees 

19 

20 

Company resource abuse 

23 

20 

Violating company Internet use policies 

N/A 

16 

Discrimination 

14 

15 

Conflicts of interest 

16 

15 

Inappropriate social networking 

N/A 

14 

Health or safety violations 

11 

13 

Lying to outside stakeholders 

12 

12 

Stealing 

9 

12 

Falsifying time reports or hours worked 

N/A 

12 

Employee benefits violations 

11 

12 

Sexual harassment 

7 

11 

Employee privacy breach 

10 

11 


Source: From “2007 National Business Ethics Survey: An Inside View of Private Sector Ethics”. Copyright © 2007 
Ethics Resource Center. Used with permission of the Ethics Resource Center, 2345 Crystal Drive, Suite 201, 
Arlington, VA 22202, www.ethics.org. 

Ethical Issues in the Marketing Program 

An ethical issue is an identifiable problem, situation, or opportunity that requires an 
individual or organization to choose from among several actions that must be evaluated 
as right or wrong, ethical or unethical. Any time an activity causes marketing managers 
or customers to feel manipulated or cheated, an ethical issue exists, regardless of the 
legality of that activity. It is therefore imperative that firms become familiar with many 
of the ethical issues that can potentially occur in the marketing program so that these 
issues can be identified and resolved when they occur. Some examples of potential ethi¬ 
cal issues in the marketing program appear in Exhibit 8.4. These and other issues can 
develop into legal problems if they are not addressed in the strategic planning process. 

While customers and other stakeholders may think a firm is engaged in unethical 
conduct, the final decision is usually determined by legal action or a self-regulatory 
body such as the Better Business Bureau (BBB). The National Advertising Division 
(NAD), a division of the Better Business Bureau, reviews complaints about unfair adver¬ 
tising and recommends whether the advertising in question should be discontinued. For 
instance, NAD determined that Verizon’s claim that consumers rated its FiOS Internet 
service number one was misleading. NAD agreed with Comcast that the claims implied 
that Verizon’s competitors were ranked lower than Verizon, which was not the case. 
Verizon agreed to discontinue these claims. 31 

Regardless of the reasons behind specific ethical issues, marketers must be able to 
identify those issues and decide how to resolve them. Doing so requires familiarity with 
the many kinds of ethical issues that may arise in marketing. Research suggests that the 
greater the consequences associated with an issue, the more likely it will be recognized as 
an ethics issue and the more important it will be in making an ethical decision. 32 Let’s 
look at several potential ethical issues in more detail. 
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EXHIBIT 8.4 Potential Ethical Issues in the Marketing Program 

^ Overall 

Misrepresenting the firm’s capabilities 

Manipulation or misuse of data or information 

Exploitation of children or disadvantaged groups 

Invasion of privacy 

Anticompetitive activities 

Abusive behavior 

Misuse of firm resources 

Product Issues 

Misrepresentation of goods or services 
Failure to disclose product defects 
Counterfeit or gray market products 
Misleading warranties 

Reducing package contents without reducing package size 

Pricing Issues 

Price deception 

Reference pricing claims 

Price discrimination 

Predatory pricing 

Fraudulent refund policies 

Distribution (Supply Chain) Issues 

Opportunistic behavior among members of the supply chain 
Exclusive distribution arrangements 
Slotting fees 
Tying contracts 

Failure to honor product and promotional support 

Promotion Issues 

False or misleading advertising or selling 
Bait-and-switch advertising 
= High-pressure sales tactics 

g Entertainment and gift giving 

| Stereotypical portrayals of women, minorities, or senior citizens 

| Failure to honor sales promotion promises 

© 


Product-Related Ethical Issues 

Product-related ethical issues generally arise when the firm fails to disclose risks associated 
with a product or information regarding the function, value, or use of a product. These 
issues are common in many industries, including automobiles, toys, pharmaceuticals, and 
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other industries where safety or design issues come into play. For instance, Johnson & 
Johnson, a company long known for its high ethical standards, came under fire recently 
for not adequately disclosing the dangers associated with acetaminophen, the key ingredi¬ 
ent in Tylenol. After several consumers overdosed on the drug, Johnson & Johnson was 
forced to pay damages after a judge determined that the company knew about the pro¬ 
duct’s risks, but did not sufficiently warn consumers about them. 33 

Ethical issues can arise in product design as pressures build to substitute inferior 
materials or product components to reduce costs. For example, many laptop makers cre¬ 
ated and sold “Ultrabooks” in an attempt to emulate the astounding success of the Mac- 
Book Air. These ultra-light, Windows-based machines use the same type of brushed- 
metal casing found in the Air. However, in order to drive prices down. Ultrabook makers 
have turned to less expensive plastic casings, many of which look like brushed metal. 34 If 
Ultrabook makers do not clearly explain that the change in price is due to a significant 
change in product design, the switch to less expensive plastic could become an ethical 
issue. Similarly, ethical issues can arise when the firm fails to inform customers about 
changes in quality or quantity of product sold. For example, if a cereal maker reduced 
the amount of cereal in the package without reducing the package size or the price, the 
company would have a serious ethical issue on its hands. 

Another common product-related ethical issue involves counterfeit products. Coun¬ 
terfeit products abound today, particularly in the areas of clothing, audio and video pro¬ 
ducts, and computer software. Any product that can be easily copied is vulnerable to 
counterfeit activities. Some people argue that only manufacturers become injured when 
consumers purchase counterfeit products. This is clearly mistaken reasoning. For exam¬ 
ple, the loss of tax revenues has a huge impact on governments, as they can’t collect both 
direct and indirect taxes on the sale of counterfeit products. Likewise, counterfeits leech 
profits necessary for ongoing product development away from the firm, as well as thou¬ 
sands of jobs at legitimate companies. Customers also feel the impact of counterfeit pro¬ 
ducts, as their quality almost never lives up to the quality of the original. For example, 
faced with increasing risks associated with counterfeit drugs, the Food and Drug Admin¬ 
istration (FDA) has strongly endorsed the use of RFID to combat the growing problem 
and to protect American consumers. The FDA is monitoring the use of RFID, but has 
yet to declare that RFID is acceptable for identifying drugs as they move through the 
U.S. pharmaceutical supply chain. 35 

Pricing-Related Ethical Issues 

Pricing is one of the most heavily watched and regulated of all marketing activities. Given 
that a difference in price can create such a significant competitive advantage, any effort to 
artificially give one company an edge over another is subject to legal or regulatory inter¬ 
vention. The emotional and subjective nature of price creates many situations where mis¬ 
understandings between the seller and buyer cause ethical problems. Firms have the right 
to price their products to earn a reasonable profit, but ethical issues may crop up when a 
company seeks to earn high profits at the expense of its customers. Some pharmaceutical 
companies, for example, have been accused of price gouging, or pricing products at exor¬ 
bitant levels, and taking advantage of customers who must purchase the medicine to sur¬ 
vive or to maintain their quality of life. Likewise, various forms of bait and switch pricing 
attempt to gain consumer interest with a low-priced product, and then switch the buyer to 
a more expensive product or add-on service. While there is an endless potential for ethical 
violations in pricing strategy, four key issues garner the most attention: price discrimina¬ 
tion, price fixing, predatory pricing, and superficial discounting. 

Price discrimination occurs when firms charge different prices to different customers. 
This is fairly common in consumer markets, such as when cable and satellite companies 
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offer lower prices to new customers, or when fast-food restaurants offer lower-priced 
meals for children. Price discrimination is very common in business markets where it 
typically occurs among different intermediaries in the supply chain. In general, price dis¬ 
crimination is illegal, unless the price differential has a basis in actual cost differences in 
selling products to one customer relative to another (such as volume discounts and com¬ 
petitive price matching). The overriding question in cases of price discrimination is 
whether the price differential injures competition. The Robinson-Patman Act and the 
Clayton Act both regulate discriminatory pricing. The intent of these regulations is to 
provide a level playing field for all competitors. 

Price fixing occurs when rival firms collaborate to set prices. Although such arrange¬ 
ments are illegal under the Sherman Act, price fixing is exceedingly difficult to prove. 
Usually, one firm in an industry will be a price leader and others will be the price fol¬ 
lowers. The Justice Department has determined that, while following a competitor’s lead 
in an upward or downward trend is acceptable, there can be no signaling of prices to 
competitors in this process. Sizable fines and prison terms for those convicted of price 
fixing are the norm. Consumer-goods manufacturers Henkel, Procter & Gamble, and 
Colgate Palmolive were fined $484 million by French authorities for allegedly engaging 
in price fixing on soap products. 36 

Predatory pricing occurs when a firm charges very low prices for a product with the 
intent of driving competition out of business or out of a specific market. Prices then 
return to normal once the competitors have been eliminated. Predatory pricing is illegal; 
however, like price fixing, it is extremely difficult to prove in court. The challenge in 
predatory pricing cases is to prove that the predatory firm had the willful intent to ruin 
the competition. The court must also be convinced that the low price charged by the 
predator is below their average variable cost. The variable cost definition of predatory 
pricing is a major reason why very few lawsuits for predatory pricing are successful. 
The reality is that large firms with lean, efficient cost structures dominate today’s com¬ 
petitive landscape. These firms have lower variable costs that allow them to legitimately 
charge lower prices than the competition in many cases. This is the reason that large 
retailers such as Walmart, Home Depot, Lowe’s, and Barnes and Noble have slowly and 
methodically put smaller retailers out of business. These large firms are not necessarily 
guilty of predatory pricing—they are only guilty of being more efficient and competitive 
than other firms. 

Superficial discounting occurs when a firm advertises a sale price as a reduction below 
the normal price when it is not the case. Typically, the firm does not sell the product at 
the regular price in any meaningful quantities, or the sale price period is excessively long. 
This pricing tactic is clearly an ethical issue because most customers are not aware that 
they are being intentionally misled. Most of the legal activity regarding superficial dis¬ 
counting has taken place at the state attorney general level. To avoid legal action, a 
firm should offer a product at the original price, discount the price in a specified dollar 
amount for a specified period, and then revert to the original price at the end of that 
period. If the product is a discontinued item, that fact should be noted in the 
advertisement. 

Supply Chain-Related Ethical Issues 

Managing ethical issues in distribution and supply chain strategy is one of the greatest 
difficulties in marketing today. The reasons deal with the complexity of most 
supply chains and the fact that supply chains today are global. For instance, the choco¬ 
late industry has been criticized for sourcing from suppliers that use child labor on cocoa 
plantations. Hershey pledged that it would improve its supply chain practices and invest 
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$10 million in its West African suppliers after the International Labor Rights Forum 
threatened to publicize the child labor used at some of the company’s cocoa suppliers. 37 
Supply chain issues can occur in any industry. Even Apple, the top brand in terms of 
both value and reputation, has experienced instances of forced overtime, underage work¬ 
ers, explosions, and improperly disposed waste in its supplier’s factories. Although Apple 
has a Supplier Code of Conduct, problems at its supplier factories have continued. 38 

The issues that Hershey and Apple have faced highlight the numerous risks that occur 
in global supply chains. Although companies often create a Supplier Code of Conduct, 
they are required to conduct regular audits to ensure that factories are following compli¬ 
ance standards—which in turn can incur significant costs to companies in both time and 
finances. Countries with lax labor laws, such as China and Russia, require even more 
diligent monitoring. Often suppliers hire sub-contractors to do some of the work, 
which increases a company’s network of suppliers and the costs of trying to monitor all 
of them. Finally, company compliance requirements may conflict with the mission of the 
procurement office. Because it is the procurement division’s job to procure resources at 
the lowest price possible, the division may very well opt to source from less expensive 
suppliers with questionable ethical practices rather than from more expensive ethical 
suppliers. Nike faced this problem during the 1990s when it was highly criticized for 
worker abuses in its supplier factories. 39 

Managing supply chain ethics is important because many stakeholders hold the firm 
responsible for all ethical conduct related to product availability. This requires the com¬ 
pany to exercise oversight over all of the suppliers used in producing a product. Devel¬ 
oping good supply chain ethics is important because it ensures the integrity of the 
product and the firm’s operations in serving customers. For instance, leading healthcare 
supply company Novation has been recognized for its strong corporate governance and 
reporting mechanisms in its supply chain. To encourage its suppliers to report miscon¬ 
duct, the company has instituted a vendor grievance and feedback system. This system 
allows vendors to report potential problems before they reach the next level of the supply 
chain, which reduces the damage such problems will cause if the products continue 
down the supply chain unchecked. 40 

Fortunately, organizations have developed solutions to promote ethical sourcing prac¬ 
tices. First, it is essential for all companies who work with global suppliers to adopt a 
Global Supplier Code of Conduct and ensure that it is effectively communicated to its 
suppliers. Additionally, companies should encourage compliance and procurement 
employees to work together to find ethical suppliers at reasonable costs. Marketers 
must also work to make certain that their company’s supply chains are diverse. This 
can be difficult because sometimes the best product manufacturers are located in a single 
country. Although it is expensive to diversify a company’s supply chain, disasters can 
incapacitate a firm. 41 Companies such as Jabil Circuit and Goodyear Tire & Rubber 
found their supply chains at risk due to the Japanese tsunami and severe flooding in 
Thailand during 2011. 42 Finally, and perhaps most importantly, companies must per¬ 
form regular audits on their suppliers and, if necessary, discipline those found to be in 
violation of company standards. 

Promotion-Related Ethical Issues 

Marketing practices that are false or misleading can destroy customers’ trust in an 
organization. The Federal Trade Commission monitors businesses for deceptive practices 
and takes disciplinary action when needed. It fined Reebok $25 million for making 
unsubstantiated claims that its toning sneakers strengthen muscles and lead to a toned 
body. 43 The FTC also joined with the FDA in sending warning letters to companies 
marketing the weight-loss properties of human chorionic gonadotropin (HCG) drugs. 
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Although the HCG hormone has certain medicinal properties, weight-loss has not been 
proven as one of them. The FTC sees such claims as deceptive marketing. 44 No matter 
how vigilant, it is difficult for the FTC to catch all forms of deceptive marketing, partic¬ 
ularly in the area of promotion. 

Ethical issues also arise when firms use ambiguous statements, in which claims are so 
weak that the viewer, reader, or listener must infer the advertiser’s intended message. 
Because it is inherently vague, using ambiguous wording allows the firm to deny any 
intent to deceive. The verb “help” is a good example (as in expressions such as “helps 
prevent,” “helps fight,” or “helps make you feel”). Consumers may view such advertise¬ 
ments as unethical because they fail to communicate all the information needed to make 
a good purchasing decision or because they deceive the consumer outright. In another 
example, the FTC and other agencies now monitor more closely the promotions for 
work-at-home business ventures. Consumers lose millions of dollars each year respond¬ 
ing to ads for phony business opportunities such as those promising $50,000 a year for 
doing medical billing from a home computer. 

Personal selling provides many opportunities for ethical misconduct. Bribery occurs 
when an incentive (usually money or expensive gifts) is offered in exchange for an illicit 
advantage. Even a bribe that is offered to benefit the organization is usually considered 
unethical. Because it jeopardizes trust and fairness, it hurts the organization in the long 
run. As a result, laws have been passed to prevent bribery. The U.S. Foreign Corrupt 
Practices Act (FCPA) prohibits American companies from making illicit payments to 
foreign officials in order to obtain or keep business. Under the U.K. Bribery Act, compa¬ 
nies can be found guilty of bribery even if the bribery did not take place within the U.K., 
and company officials without explicit knowledge about the misconduct can still be held 
accountable. The law applies to any business with operations in the U.K. 45 The U.K. 
Bribery Act has convinced many multinational organizations to update their ethical 
codes of conduct to avoid ambiguity in this area. 

Fraudulent activity has dramatically increased in the area of direct marketing, in 
which companies use the telephone and non-personal media to communicate informa¬ 
tion to customers, who then purchase products via mail, telephone, or the Internet. 
Each year consumers report billions of dollars in losses resulting from fraud, many of 
them from direct-marketing scams. About 19 percent are associated with identity theft 
and 11 percent are associated with third-party and creditor debt collection. Other com¬ 
mon types of marketing fraud include those involving prizes, sweepstakes, and lotteries; 
Internet auctions; credit cards; and shop-at-home and catalog sales. 46 

Managing and Controlling Ethical Issues 

Given the conflicting priorities among concerned stakeholders and the nature of most 
marketing decisions, even the best-designed marketing programs will eventually encoun¬ 
ter ethical issues. Since ethical issues can never be completely eliminated, most enlight¬ 
ened firms instead take steps to manage and control ethical issues before they arise. In 
this section, we look at a number of ways that firms can go about this process. 

Regulating Marketing Ethics 

Many firms attempt to regulate themselves in an effort to demonstrate ethical responsi¬ 
bility and prevent regulation by federal or state governments. In addition to complying 
with all relevant laws and regulations, many firms choose to join trade associations that 
have self-regulatory programs. Although such programs are not a direct outgrowth of 
laws, many became established to stop or delay the development of laws and regulations 
that would restrict the associations’ business practices. Some trade associations establish 
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codes of conduct by which their members must abide or risk rebuke or expulsion from 
the association. 

Perhaps the best-known self-regulatory association is the Better Business Bureau. The 
BBB’s 116 local bureaus across the United States and Canada oversee three million busi¬ 
nesses and charities, and help resolve problems for millions of consumers each year. 47 
Each bureau works to champion good business practices within a community although 
it usually does not have strong tools for enforcing its rules of business conduct. When a 
firm violates what the BBB believes to be good business practices, the bureau warns con¬ 
sumers through local newspapers or broadcast media. If the offending organization is a 
member of the BBB, it may be expelled from the local bureau. The BBB also has a web¬ 
site ( bbb.or ) to help consumers identify businesses that operate in an ethical man¬ 
ner. BBB members who use the site agree to binding arbitration with regard to online 
privacy issues. 

Self-regulatory programs like the BBB have a number of advantages over government 
regulation. Establishment and implementation of such programs are usually less costly, 
and their guidelines or codes of conduct are generally more practical and realistic. Fur¬ 
thermore, effective self-regulatory programs reduce the need to expand government 
bureaucracy. However, self-regulation also has several limitations. Non-member firms 
are under no obligation to abide by a trade association’s industry guidelines or codes. 
Moreover, most associations lack the tools or authority to enforce their guidelines. 
Finally, these guidelines are often less strict than the regulations established by gov¬ 
ernment agencies. Still, in many cases, government oversight is essential to ensure the 
public’s trust. Beyond the Pages 8.3, for example, discusses how the U.S. government is 
trying to maintain trust in the banking systems in light of the most recent ethical and 
legal lapses in the financial sector. 

Codes of Conduct 

To meet the public’s escalating demands for ethical marketing, firms need to develop 
plans and structures for addressing ethical considerations. Although there are no univer¬ 
sal standards that can be applied to organizational ethics programs, most companies 
develop codes, values, or policies to guide business behavior. It would be very naive to 
think that simply having a code of ethics would solve any ethical dilemmas a firm 
might face. In fact, the majority of firms that experience ethical or legal problems usually 
have stated ethics codes and programs. Often, the problem is that top management, as 
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Beyond the Pages 8.3 

The Consumer Financial Protection Bureau Aims to Build 
Trust in the Banking System 48 


Financial products are often complex instruments that 
can be difficult to understand, not only for consumers 
but for businesses as well. This inability to under¬ 
stand the risks of financial products and lending prac¬ 
tices contributed to the 2008-2009 financial 
meltdown, the massive government bailouts of com¬ 
panies to save them from bankruptcy, and the subse¬ 
quent recession. To try to prevent similar problems in 
the future, the United States government has formed 
the Consumer Financial Protection Bureau (CFPB). 

The CFPB became a reality as a component of the 
Dodd-Frank Act signed into law in July 2010. Estab¬ 
lished by Harvard Law Professor Elizabeth Warren, 
the bureau is designed to mimic the independent 
Consumer Product Safety Commission, which aims 
to keep unsafe consumer products out of the hands 
of individuals. Instead of consumer products, how¬ 
ever, the CFPB's authority involves financial products 
and services. The CFPB has rule making authority and 
supervisory power over the credit market. Its goal is 
to make financial products and services easy to 
understand in terms of costs, risks, and product/ser¬ 
vice comparisons. It also aims to curtail unfair lending 
and credit card practices, to check the safety of finan¬ 
cial products before they are launched into the mar¬ 
ket, and to require changes to those financial 
products deemed to be too risky. According to War¬ 


ren, the CFPB will work proactively to supervise len¬ 
ders by regularly checking their books and working 
together with both federal and state attorney generals 
and the American people. When necessary, the CFPB 
will step in to enforce new rules on those not 
complying. 

Although the CFPB sounds like a good idea, critics 
point out potential problems. Banks are worried that 
the CFPB might increase costs and inhibit their 
decision-making authority to serve the market effec¬ 
tively. Critics believe the CFPB will create burden¬ 
some regulations, such as capping the interest rates 
that financial institutions can apply. This could harm 
borrowers because riskier applicants could be denied 
loans if rates are capped. Some have criticized Eliza¬ 
beth Warren for what they perceive as her harsh 
views toward banks. 

The standoff became so great that President 
Obama placed former attorney general Richard 
Cordray as the new head of the CFPB. However, 
the move has done little to appease critics. Some 
have proposed appointing a board of directors over 
the agency rather than a single person to keep any 
one person from gaining too much power. Until the 
conflict is settled and a director is approved, the 
powers of the CFPB to enact widespread change in 
the financial sector might be limited. 


well as the overall corporate culture, has not integrated these codes, values, and stan¬ 
dards into daily operations. 

Without ethics training and uniform standards and policies regarding conduct, it is 
hard for employees to determine what conduct is acceptable within the company. In the 
absence of such programs and standards, employees will generally make decisions based 
on their observations of how coworkers and superiors behave. 49 To improve ethics, many 
organizations have developed codes of conduct (also called codes of ethics) that consist of 
formalized rules and standards that describe what the company expects of its employees. 
Most large corporations have formal codes of conduct, but codes are not effective unless 
they are properly implemented. In addition, codes must be periodically revised to identify 
and eliminate weaknesses in the company’s ethical standards and policies. 

Most codes address specific ethical risk areas in marketing. For instance, IBM’s code 
of conduct has a bribery policy that prohibits accepting gifts of nominal value if the gift 
in any way influences IBM’s business relationship with the giver. However, employees 
are allowed to accept promotional premiums or gifts of nominal value if based upon 
bonus programs (such as with hotels and airlines) or if the gift is routinely offered to all 
other parties with similar relationships to the gift giver. 50 Codes like IBM’s promote ethical 
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EXHIBIT 8. E Key Considerations in Developing and Implementing a Code 
of Ethical Conduct 

1. Examine high-risk areas and issues. 

2. State values and conduct necessary to comply with laws and regulations. 

Values are an important buffer in preventing serious misconduct. 

3. Identify values that specifically address current ethical issues. 

4. Consider values that link the organization to a stakeholder orientation. 

Attempt to find overlaps among organizational and stakeholder values. 

5. Make the code of conduct understandable by providing examples that reflect 

= values. 

‘S, 6. Communicate the code frequently and in language that employees can 

| understand. 

| 7. Revise the code every year with input from a wide variety of internal and 

s external stakeholders. 

© 


behavior by reducing opportunities for unethical behavior; however, codes of conduct do 
not have to be so detailed that they take every situation into account. Instead, the code 
should provide guidelines that enable employees to achieve organizational objectives in an 
ethical manner. The American Marketing Association Code of Ethics, for example, does 
not cover every possible ethical issue, but it provides a useful overview of what marketers 
believe are sound principles for guiding marketing activities. 51 This code serves as a helpful 
model for structuring an organization’s code of conduct. Exhibit 8.5 lists the key consid¬ 
erations in developing and implementing a code of ethical conduct. 

Research has found that corporate codes of ethics often have five to seven core values 
or principles in addition to more detailed descriptions and examples of appropriate con¬ 
duct. Six core values are considered to be highly desirable in any code of ethical conduct: 
(1) trustworthiness, (2) respect, (3) responsibility, (4) fairness, (5) caring, and (6) citizen¬ 
ship. 52 These values will not be effective without distribution, training, and the support 
of top management in making them a part of the corporate culture and the ethical cli¬ 
mate. Employees need specific examples of how these values can be implemented. 

Codes of conduct will not resolve every ethical issue encountered in daily operations, 
but they help employees and managers deal with ethical dilemmas by prescribing or lim¬ 
iting specific activities. Many firms have a code of ethics, but sometimes they do not 
communicate their code effectively. A code placed on a website or in a training manual 
is useless if the company doesn’t reinforce it on a daily basis. By communicating both 
the expectations of proper behavior to employees, as well as punishments they face if 
they violate the rules, codes of conduct curtail opportunities for unethical behavior and 
thereby improve ethical decision-making. 


Ethical Leadership 

There is increasing support that ethical cultures emerge from strong leadership. Many 
agree that the character and success of the most admired companies emanates from 
their leaders. The reason is simple: Employees look to the leader as a model of acceptable 
behavior. As a result, if a firm is to maintain ethical behavior, top management must 
model its policies and standards. In fact, maintaining an ethical culture is near impossi¬ 
ble if top management does not support ethical behavior. For example, in an effort to 
keep earnings high and boost stock prices, many firms have engaged in falsifying revenue 
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reports, sometimes involving the marketing area to overstate sales in a specific quarter. 
Channel stuffing involves shipping surplus inventory to wholesalers and retailers at an 
excessive rate, typically before the end of a quarter. The practice may conceal declining 
demand for a product or inflate financial statement earnings, which misleads investors. 53 
Top executives in these firms may encourage the behavior because they hold stock 
options and can receive bonus packages tied to the company’s performance. Thus, higher 
reported revenues mean larger executive payoffs. Marketing is often seen as the most 
flexible area to influence sales and earnings. 

In the realm of marketing ethics, great leaders (1) create a common goal or vision 
for the company; (2) obtain buy-in, or support, from significant partners; (3) motivate 
others to be ethical; (4) use the resources that are available to them; and (5) enjoy their 
jobs and approach them with an almost contagious tenacity, passion, and commit¬ 
ment. 54 Along with strong ethical leadership, a strong corporate culture in support of 
ethical behavior can also play a key role in guiding employee behavior. Ninety-four 
percent of respondents to a survey conducted by business consulting firm LRN said it 
was very important for them to work for an ethical company, with 82 percent saying 
they would prefer to be paid less if it meant working in an ethical corporate environ¬ 
ment. 55 Additionally, another survey revealed that the most common reason employees 
give for leaving a company is loss of trust, followed by lack of transparency. 56 Organi¬ 
zational culture, coworkers and supervisors, and the opportunity to engage in unethical 
behavior influence ethical decision-making. Ethics training can affect all three types of 
influence. Full awareness of the philosophy of management, rules, and procedures can 
strengthen both the organizational culture and the ethical stance of peers and supervi¬ 
sors. Such awareness also arms employees against opportunities for unethical behavior 
and lessens the likelihood of misconduct. If adequately and thoughtfully designed, 
ethics training can ensure that everyone in the firm (1) recognizes situations that 
might involve ethical decision-making, (2) understands the values and culture of the 
firm, and (3) can evaluate the impact of ethical decisions on the firm in the light of 
its value structure. 57 


Relationship to Marketing and Financial 
Performance 

One of the most powerful arguments for including ethics and social responsibility in the 
strategic planning process is the evidence of a link between ethics, social responsibility, 
and financial performance. 58 An ethical climate calls for organizational members to 
incorporate the interests of all stakeholders, including customers, in their decisions and 
actions. Hence, employees working in an ethical climate will make an extra effort to bet¬ 
ter understand the demands and concerns of customers. One study found that ethical 
climate is associated with employee commitment to quality and intra-firm trust. 59 
Employee commitment to the firm, customer loyalty, and profitability have also been 
linked to increased social responsibility. These findings emphasize the role of an ethical 
climate in building a strong competitive position. For example, Burgerville, a regional 
fast food chain from Washington State, realized significant cost savings, decreased 
employee turnover, and higher sales after it began to cover 90 percent of healthcare 
costs for all employees who work over 20 hours per week. Burgerville has found that, 
while initial costs can be high, being ethical and taking care of its workers does pay off 
in the end. 60 

As employees perceive an improvement in the ethical climate of their firm, their com¬ 
mitment to the achievement of high-quality standards also increases. They become more 
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willing to personally support the quality initiatives of the firm. These employees often 
discuss quality-related issues with others both inside and outside of the firm, and gain a 
sense of personal accomplishment from providing quality goods and services. These 
employees exhibit effort beyond both expectations and requirements in order to supply 
quality products in their particular job or area of responsibility. Conversely, employees 
who work in less ethical climates have less commitment to providing such quality. 
These employees tend to work only for the pay, take longer breaks, and are anxious to 
leave work every day. 

Stakeholder Orientation 

A natural progress from a market orientation is to view all stakeholders as important. 
The degree to which a firm understands and addresses stakeholder demands can be 
referred to as a stakeholder orientation. This orientation contains three sets of activities: 
(1) the organization-wide generation of data about stakeholder groups and assessment of 
the firm’s effects on these groups, (2) the distribution of this information throughout the 
firm, and (3) the organization’s responsiveness as a whole to this intelligence. 61 This is 
very similar to the step involved in a market orientation, but the firm becomes more 
concerned about all stakeholders, including employees, suppliers, shareholders, regula¬ 
tors, and the community. 

Generating data about stakeholders begins with identifying the stakeholders who are 
relevant to the firm. Relevant stakeholder communities should be analyzed on the basis 
of the power that each enjoys as well as by the ties between them. Next, the firm should 
characterize the concerns about the business’s conduct that each relevant stakeholder 
group shares. This information can be derived from formal research, including surveys, 
focus groups, Internet searches, or press reviews. The responsiveness of the organization 
to stakeholder intelligence consists of the initiatives that the firm adopts to ensure that it 
abides by or exceeds stakeholder expectations and has a positive impact on stakeholder 
issues. Such activities are likely to be specific to a particular stakeholder group (for exam¬ 
ple, family-friendly work schedules) or to a particular stakeholder issue (for example, 
pollution-reduction programs). These processes typically involve the participation of the 
concerned stakeholder groups. Kraft, for example, includes special-interest groups and 
university representatives in its programs to become sensitized to present and future eth¬ 
ical issues. 

A stakeholder orientation can be viewed as a continuum in that firms are likely to 
adopt the concept to varying degrees. To gauge a given firm’s stakeholder orientation, it 
is necessary to evaluate the extent to which the firm adopts behaviors that typify both 
the generation and dissemination of stakeholder intelligence and responsiveness to it. 
A given organization may generate and disseminate more intelligence about certain 
stakeholder communities than about others and, as a result, may respond to that intelli¬ 
gence differently. 

Marketing Financial Performance 

A climate of ethics and social responsibility also creates a large measure of trust among a 
firm’s stakeholders and enhances the reputation of the firm in a positive direction. The 
most important contributing factor to gaining trust is the perception that the firm and its 
employees will not sacrifice their standards of integrity. 62 In an ethical work climate, 
employees can reasonably expect to be treated with respect and consideration by their 
coworkers and superiors. Furthermore, trusting relationships with key external stake¬ 
holders can contribute to greater efficiencies and productivity in the supply chain, as 
well as a stronger sense of loyalty among the firm’s customers. Customers want to 
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develop relationships with firms that provide quality products and engage in socially 
responsible conduct. 63 

Research indicates a strong association between social responsibility and customer 
loyalty in that customers are likely to keep buying from firms perceived as doing the 
right thing. Research by the brand and marketing agency BBMG revealed that about 
three out of four Americans prefer to buy goods and services from firms that are socially 
responsible and good corporate citizens. 64 Further, a direct association exists between 
corporate social responsibility and customer satisfaction, profits, and market value. 65 In 
a survey of consumers, 80 percent indicated that when quality and price are similar 
among competitors, they would be more likely to buy from the company associated 
with a particular cause. Young adults aged 18 to 25 are especially likely to take a com¬ 
pany’s citizenship efforts into account when making not only purchasing but also 
employment and investment decisions. 66 One explanation for these observations may 
be that good-citizen firms are responsive to customers’ concerns and have a sense of 
dedication to treating them fairly. By gauging customer satisfaction, continuously 
improving the quality and safety of products, and by making customer information eas¬ 
ily accessible and understandable, ethical and socially responsible firms are more likely to 
serve customers’ needs satisfactorily. 

Recognition is growing that the long-term value of conducting business in an ethical 
and socially responsible manner far outweighs short-term costs. 67 To demonstrate the 
financial benefits of ethical companies, the Ethisphere Institute compared the stock 
prices of the World’s Most Ethical (WME) companies with companies listed on Standard 
& Poor’s (S&P) 500 index. As Exhibit 8.6 reveals, the stock returns of WME companies 
surpasses those of the S&P 500. 


EXHIBIT 8,6 Ethisphere’s 2011 World’s Most Ethical Companies versus S&P 500 


50% 



Source: “2011 World’s Most Ethical Companies,” Ethisphere , (http://ethisphere.com/past-wme-honorees/wme2011), accessed May 29, 2012. 
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Incorporating Ethics and Social Responsibility 
into Strategic Planning 

Companies that fail to incorporate ethics and social responsibility into their organiza¬ 
tional culture may pay the price with poor marketing performance and the potential 
costs of legal violations, civil litigation, and damaging publicity when questionable activi¬ 
ties are made public. Because marketing ethics and social responsibility are not always 
viewed as organizational performance issues, many managers do not believe they need 
to consider them in the strategic planning process. Individuals also have different ideas 
as to what is ethical or unethical, leading them to confuse the need for workplace ethics 
and the right to maintain their own personal values and ethics. Although the concepts 
are undoubtedly controversial, it is possible—and desirable—to incorporate ethics and 
social responsibility into the planning process. 

Many firms integrate ethics and social responsibility into their strategic planning 
through ethics compliance programs or integrity initiatives that make legal compliance, 
ethics, and social responsibility an organization-wide effort. Such programs establish, 
communicate, and monitor a firm’s ethical values and legal requirements through codes 
of conduct, ethics offices, training programs, and audits. One of the best examples of this 
process in action occurs at Texas Instruments (TI). As a large multinational firm, TI 
manufactures computers, calculators, and other high-technology products. Its code of 
ethics resembles that of many other organizations. The code addresses issues related to 
policies and procedures; government laws and regulations; relationships with customers, 
suppliers, and competitors; the acceptance of gifts, travel, and entertainment; political 
contributions; expense reporting; business payments; conflicts of interest; investment in 
TI stock; handling of proprietary information and trade secrets; use of TI employees and 
assets to perform personal work; relationships with government officials and agencies; 
and the enforcement of the code. TI’s code emphasizes that ethical behavior is critical 
to maintaining long-term success and that each individual is responsible for upholding 
the integrity of the company. TI’s values and ethics statement puts it this way: 68 

Our reputation at TI depends upon all of the decisions we make and all the actions we 
take each day. Our values define how we will evaluate our decisions and actions ... and 
how we will conduct our business. We are working in a difficult and demanding, ever- 
changing business environment. Together we are building a work environment on the 
foundation of Integrity, Innovation and Commitment. Together we are moving our 
company into a new century...one good decision at a time. Our high standards have 
rewarded us with an enviable reputation in today’s marketplace... a reputation of 
integrity, honesty and trustworthiness. That strong ethical reputation is a vital asset... 
and each of us shares a personal responsibility to protect, to preserve and to enhance it. 
Our reputation is a strong but silent partner in all business relationships. 

Integrity is the foundation on which TI is built. There is no other characteristic more 
essential to a Tier’s makeup. It has to be present at all levels. Integrity is expected of 
managers and individuals when they make commitments. They are expected to stand 
by their commitments to the best of their ability. 

For maximum effectiveness, the marketing plan should include distinct elements of 
ethics and social responsibility. Marketing strategy and implementation plans should be 
developed that reflect an understanding of (1) the risks associated with ethical and legal 
misconduct, (2) the ethical and social consequences of strategic choices, and (3) the 
values of organizational members and stakeholders. To help ensure success, top man¬ 
agers must demonstrate their commitment to ethical and socially responsible behavior 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


250 Part 4: Putting Strategy into Action 


through their actions—words are simply not enough. In the end, a marketing plan that 
ignores social responsibility or is silent about ethical requirements leaves the guidance of 
ethical and socially responsible behavior to the work group, which risks ethical break¬ 
downs and damage to the firm. 


Lessons from Chapter 8 

Marketing ethics and social responsibility: 

have grown in importance over the last few years because 
many firms have seen their image, reputation, and 
marketing efforts destroyed by problems in these areas, 
have become necessities in light of stakeholder demands 
and changes in federal law. 
improve marketing performance and profits, 
are important considerations in the development of 
marketing strategy. 

Social responsibility: 

is a broad concept that relates to an organization’s 

obligation to maximize its positive impact on society 

while minimizing its negative impact. 

includes the economic responsibility of making a profit to 

serve shareholders, employees, and the community at 

large. 

includes the legal responsibility of obeying all laws and 
regulations. 

includes the ethical responsibility to uphold principles 
and standards that define acceptable conduct as 
determined by the public, government regulators, 
private-interest groups, competitors, and the firm itself, 
includes the philanthropic responsibility to increase the 
firm’s overall positive impact on society, the local 
community, and the environment. 

includes activities related to sustainability, or programs 
designed to protect and preserve the natural 
environment. 

as it relates to sustainability includes green marketing 
activities and avoiding the deceptive practice of 
greenwashing. 

Marketing ethics: 

includes the principles and standards that guide the 
behavior of individuals and groups in making marketing 
decisions. 

requires that both organizations and individuals accept 
responsibility for their actions and comply with 
established value systems. 

can lead to violations of public trust when ethical 
standards are not upheld. 

involves complex and detailed decisions in which 
correctness may not be so clear cut. 


deals with experiences and decisions made at work, which 
may be quite different from the ethical decisions made 
away from work. 

comes into play any time that an activity causes managers, 
employees, or customers in a target market to feel 
manipulated or cheated. 

Ethical issues in the marketing program: 

include identifiable problems, situations, or opportunities 
that require an individual or organization to choose from 
among several actions that must be evaluated as right or 
wrong. 

come into play any time that an activity causes managers, 
employees, or customers in a target market to feel 
manipulated or cheated. 

have the potential to become legal issues if they are not 
addressed in the strategic planning process, 
include product-related issues such as failure to disclose 
risks associated with a product, substituting inferior 
materials or components to reduce costs, and counterfeit 
products. 

include pricing-related issues such as price gouging, bait- 
and-switch tactics, price discrimination, price fixing, 
predatory pricing, and superficial discounting, 
include supply chain-related issues such as sourcing from 
suppliers who engage in unfair labor practices, sourcing 
components that damage the natural environment, lack 
of diversity in the supply chain, and the need to conduct 
regular supply chain audits. 

include promotion-related issues such as communication 
that deceives, manipulates, or conceals facts in order to 
create a false impression; exaggerated claims or 
statements about a product or firm that cannot be 
substantiated; ambiguous statements in which claims are 
so weak that the viewer, reader, or listener must infer the 
advertiser’s intended message; product-labeling issues 
such as false or misleading claims on a product’s 
package; and selling abuses such as intentionally 
misleading customers by concealing facts or bribery. 

Managing and controlling ethical issues: 

is best done via self-regulatory mechanisms, such as the 
Better Business Bureau or an industry association, rather 
than waiting for government regulation to control 
marketing activities. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Chapter 8: Ethics and Social Responsibility in Marketing Strategy 251 


can be handled by establishing a code of conduct (i.e., 
code of ethics), but only if the code becomes integrated 
into daily decision making. 

depends to a great extent on the ethical leadership 
exhibited by top management. Great ethical leaders: 

• create a common goal or vision for the company 

• obtain buy-in, or support, from significant partners 

• motivate others to be ethical 

• use the resources that are available to them; and 

• enjoy their jobs and approach them with an almost 
contagious tenacity, passion, and commitment. 

A code of conduct (code of ethics): 

is not truly effective unless it has the full support of top 
management. 

should have six core values: (1) trustworthiness, 
(2) respect, (3) responsibility, fairness, (5) caring, and 
(6) citizenship. 

will not resolve every ethical issue encountered in daily 
operations, but it can help employees and managers deal 
with ethical dilemmas by prescribing or limiting specific 
activities. 

The connection between ethics/social responsibility 
and marketing performance: 

can cause employees to become more motivated to serve 
customers, more committed to the firm, more committed 
to standards of high quality, and more satisfied with their 
jobs. 

can cause customers to become more loyal to the firm and 
increase their purchases from the firm, 
can lead to increased trust among the firm’s stakeholders. 
The most important contributing factor to gaining trust is 

Questions for Discussion 

1. Why is marketing ethics a strategic consideration 
in organizational decisions? Who is most impor¬ 
tant in managing marketing ethics: the individual 
or the firm’s leadership? Explain your answer. 

2. Why have we seen more evidence of widespread 
ethical marketing dilemmas within firms today? Is 
it necessary to gain the cooperation of marketing 

Exercises 

1. Visit the Federal Trade Commission website ( 

ftc.go ). What is the FTC’s current mission? What 
are the primary areas for which the FTC has 
responsibility? Review the last two months of 
press releases from the FTC. Based on these 


the perception that the firm and its employees will not 
sacrifice their standards of integrity. 

Stakeholder orientation: 

refers to the degree to which a firm understands and 
addresses stakeholder demands. 

is composed of three sets of activities: (1) the 
organization-wide generation of data about stakeholder 
groups and assessment of the firm’s effects on these 
groups, (2) the distribution of this information throughout 
the firm, and (3) the organization’s responsiveness as a 
whole to this intelligence. 

consists of the initiatives that the firm adopts to ensure 
that it abides by or exceeds stakeholder expectations and 
has a positive impact on stakeholder issues. 

The connection between ethics/social responsibility 
and strategic planning: 

is so strong that firms that fail to incorporate ethics and 
social responsibility into their organizational cultures may 
pay the price with poor marketing performance and the 
potential costs of legal violations, civil litigation, and 
damaging publicity when questionable events are made 
public. 

is typically done through ethics compliance programs or 
integrity initiatives that make legal compliance, ethics, 
and social responsibility an organization-wide effort, 
should be vested in the marketing plan, which should 
include distinct elements of ethics and social 
responsibility. 

is based on an understanding of (1) the risks associated 
with ethical and legal misconduct, (2) the ethical and 
social consequences of strategic choices, and (3) the 
values of organizational members and stakeholders. 


managers to overstate revenue and earnings in a 
corporation? 

3. What is the relationship between marketing ethics 
and organizational performance? What are the ele¬ 
ments of a strong ethical compliance program to 
support responsible marketing and a successful 
marketing strategy? 


releases, what appear to be the major marketing 
ethical issues of concern at this time? 

2. Visit the Better Business Bureau website ( 

org). Review the criteria for the BBB Marketplace 
Torch Awards. What are the most important 
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marketing activities necessary for a firm to receive 
this award? 

3. Look at several print, broadcast, online, or outdoor 
advertisements and try to find an ad that you 
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CHAPTER 

Marketing 
Implementation and 
Control 


Introduction 

Throughout the history of business, many firms and their top executives have 
emphasized strategic planning at the expense of strategic implementation. 
Historically, and even today, this emphasis on planning occurs because many 
executives believe that strategic planning, by itself, is the key to marketing success. 
This belief is logical because a firm must have a plan before it can determine where 
it is going. Although many firms are quite good at devising strategic marketing 
plans, they are often unprepared to cope with the realities of implementation. 

Marketing implementation is the process of executing the marketing strategy by 
creating and performing specific actions that will ensure the achievement of the 
firm’s marketing objectives. Strategic planning without effective implementation 
can produce unintended consequences that result in customer dissatisfaction and 
feelings of frustration within the firm. Likewise, poor implementation will most 
likely result in the firm’s failure to reach its organizational and marketing 
objectives. Unfortunately, many firms repeatedly experience failures in marketing 
implementation. Out-of-stock items, overly aggressive salespeople, long checkout 
lines, malfunctioning websites, and unfriendly or inattentive employees are 
examples of implementation failure that occur all too frequently today. These and 
other examples illustrate that even the best-planned marketing strategies are a waste 
of time without effective implementation to ensure their success. 

To track the implementation process, firms must have ways of evaluating and 
controlling marketing activities, as well as monitoring performance to determine 
whether marketing goals and objectives have been achieved. As illustrated in 
Beyond the Pages 9.1, implementation, evaluation, and control go hand-in-hand 
in determining the success or failure of the marketing strategy, and ultimately the 
entire firm. One of the most important considerations in implementing and 
controlling marketing activities involves gaining the support of employees. 
Because a marketing strategy cannot implement itself, all firms depend on 
employees to carry out marketing activities. As a result, the firm must devise a 
plan for implementation, just as it devises a plan for marketing strategy. 

In this chapter, we examine the critical role of marketing implementation and 
control in the strategic planning process. First, we discuss a number of important 
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Beyond the Pages 9.1 

Green Mountain Coffee Gets It Done 1 


Green Mountain Coffee Roasters, Inc. is a leader in the 
specialty coffee industry. The company from Waterbury, 
VT uses a coordinated multi-channel distribution net¬ 
work that is designed to maximize brand recognition 
and product availability. Green Mountain roasts high- 
quality Arabica beans and offers over 100 coffee selec¬ 
tions including single-origins, estates, certified organics, 
Fair Trade Certified™, proprietary blends, and flavored 
coffees sold under the Green Mountain Coffee Roast- 
ers®and Newman's Own®Organics brands. Its products 
come in a variety of packages including whole bean, 
fractional packages, premium one-cup coffee pods, 
Vue Packs, and Keurig® K-Cup® single-serving coffee 
cartridges. Green Mountain also sells other products 
including iced coffee, teas, cider, and hot chocolate. 
The company operates an active e-commerce business 
at www.GreenMountainCoffee.com . 

Most of Green Mountain's revenue is derived from 
over 8,000 wholesale customer accounts including 
supermarkets, specialty food stores, convenience 
stores, food service companies, hotels, restaurants, 
universities, and office coffee services. One of the 
company's signature accounts is McDonald's, which 
sells Green Mountain's organic coffee under the New¬ 
man's Own® label. Green Mountain's K-Cup packs are 
available at roughly 16,000 grocery stores and its 
Keurig Single Cup Brewing System is available at 
20,000 retail locations. The company also estimates 
that roughly 13 percent of all offices and 188,000 
hotel rooms in the U.S. have a Keurig brewer. 

In achieving its phenomenal success. Green Moun¬ 
tain pursued three key strategies: boosting market 
share, expanding into new markets, and making key 
acquisitions. To increase market share and expand, 
the company relies on direct relationships with farms, 
coffee estates, cooperatives, and other parties to 
ensure a consistent supply and price of 75 different 
varieties of high quality coffee beans. This, combined 
with a custom-roasting process, allows Green Moun¬ 
tain to differentiate its coffee offerings. One of Green 
Mountain's key acquisitions was Keurig—the company 
that makes its K-Cup® coffee cartridges. While Keurig 
had been a dominant player in the office coffee service 
segment, its expansion into the home market under 
Green Mountain has been extraordinary. Sales of 
Keurig brewers increased 46 percent in 2011 after 
triple-digit growth numbers from 2006 to 2010. Green 
Mountain acquired Tully's—a Seattle-based coffee 


company in 2009. In 2011, Green Mountain enjoyed a 
95 percent revenue growth rate. 

One of the major reasons for Green Mountain's 
success is its overall focus on implementation. The 
company signed a number of strategic partnerships, 
including agreements with Dunkin' Donuts, Swiss 
Miss, Starbucks, and Tazo to make their products avail¬ 
able via the patented K-Cup system. Green Mountain 
also has agreements with Breville, Cuisinart, and 
Mr. Coffee to make branded single-cup coffee makers 
that use the K-Cup system. Internally, the company 
employs roughly 5,600 people, but has a very flat orga¬ 
nizational structure. This promotes open communica¬ 
tion, passion, and commitment among employees. As 
a part of the company's evaluation and control system. 
Green Mountain uses a process called the after-action 
review—a process adapted from the U.S. Army. The 
goal of the review is to answer four key questions: 
What did we set out to do? What happened? Why did 
it happen? What are we going to do about it? Most of 
the effort is spent on this last question to ensure that 
the company learns from both its successes and fail¬ 
ures. Employees are empowered to apply these les¬ 
sons and encouraged to share their views in a 
"constellation of communication" that ensures a col¬ 
laborative style of getting things done. Green Moun¬ 
tain has consistently appeared on Forbes' list of the 
"200 Best Small Companies in America," Fortune's 
list of the "100 Fastest-Growing Small Companies in 
America," and Business Ethics magazine's list of the 
"100 Best Corporate Citizens." In addition, the Society 
of Human Resource Management has recognized 
Green Mountain for its socially responsible business 
practices, including a strong focus on sustainability. 

Moving ahead, Green Mountain will continue to 
focus on innovation and partnerships to maintain its 
success. Before its patent on K-Cups expired in Septem¬ 
ber 2012, Green Mountain launched its new Vue brew¬ 
ing system that added the ability to brew cafe 
beverages, such as lattes and cappuccinos, in addition 
to coffees, teas, chocolate, and cider. The Vue system 
also allows more customization than the K-Cup system 
in terms of strength, temperature, and size. In addition, 
the new Vue packs are recyclable. The Vue strategy is 
designed to continue Green Mountain's dominance in 
the home brewing market as the K-Cup patent expires 
and competitors launch lower-priced K-Cup competitors 
into the market. 
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Long waiting lines are a common symptom that can be tied to problems in strategy, implementation, 
or both. 



strategic issues involved in implementation, including the major components of 
implementation that must work together in order for a strategy to be executed 
successfully. Then, we examine the advantages and disadvantages of major 
marketing implementation approaches. This discussion also describes how 
internal marketing can be used to motivate employees to implement marketing 
strategy. Finally, we look at the marketing evaluation and control process. 


Strategic Issues in Marketing Implementation 

Marketing implementation is critical to the success of any firm because it is responsible 
for putting the marketing strategy into action. Simply put, implementation refers to the 
“how” part of the marketing plan. Marketing implementation is a very broad concept, 
and for that reason it is often misunderstood. Some of this misunderstanding stems 
from the fact that marketing strategies almost always turn out differently than expected. 
In fact, all firms have two strategies: their intended strategy and a realized strategy. 2 
Intended marketing strategy is what the firm wants to happen—it is the firm’s planned 
strategic choices that appear in the marketing plan itself. The realized marketing strategy, 
on the other hand, is the strategy that actually takes place. More often than not, the dif¬ 
ference between the intended and the realized strategies is a matter of the implementa¬ 
tion of the intended strategy. This is not to say that a firm’s realized marketing strategy 
is necessarily better or worse than the intended marketing strategy, just that it is different 
in execution and results. Such differences are often the result of internal or external envi¬ 
ronmental factors that change during implementation. 


The Link Between Planning and Implementation 

One of the most interesting aspects of marketing implementation is its relationship to 
the strategic planning process. Many firms assume that planning and implementation 
are interdependent but separate issues. In reality, planning and implementation 
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intertwine within the marketing planning process. Many of the problems of marketing 
implementation occur because of its relationship to strategic planning. The three most 
common issues in this relationship are interdependency, evolution, and separation. 

Interdependency Many firms assume that the planning and implementation process 
is a one-way street. That is, strategic planning comes first, followed by implementation. 
Although it is true that the content of the marketing plan determines how it will be 
implemented, it is also true that how the marketing strategy is to be implemented deter¬ 
mines the content of the marketing plan. 

Certain marketing strategies will define their implementation by default. For example, 
a firm such as Southwest Airlines with a strategy of improving customer service may 
turn to employee training programs as an important part of that strategy’s implementa¬ 
tion. Through profit sharing, many Southwest employees are also stockholders with a 
vested interest in the firm’s success. Employee training and profit-sharing programs are 
common in firms that depend on their employees’ commitment and enthusiasm to 
ensure quality customer service. However, employee training, as a tool of implementa¬ 
tion, can also dictate the content of the firm’s strategy. Perhaps a competitor of South¬ 
west, who is in the process of implementing its own customer service strategy, realizes 
that it does not possess adequate resources to offer profit sharing and extensive training 
to its employees. Maybe the company simply lacks the financial resources or the staff 
required to implement these activities. Consequently, the company will be forced to go 
back to the planning stage and adjust its customer service strategy. These continual 
changes in marketing strategy make implementation more difficult. Clearly, a SWOT 
analysis and strategic thrust conducted with an eye toward what the company can rea¬ 
sonably implement can reduce, but not completely eliminate, this problem. 

Evolution All firms face a simple truth in planning and implementation: Important 
environmental factors constantly change. As the needs and wants of customers change, 
as competitors devise new marketing strategies, and as the firm’s own internal environ¬ 
ment changes, the firm must constantly adapt. In some cases, these changes occur so 
rapidly that once the firm decides on a marketing strategy, it quickly becomes out- 
of-date. Because planning and implementation are intertwined, both must constantly 
evolve to fit the other. The process is never static because environmental changes require 
shifts in strategy, which require changes in implementation, which require shifts in strat¬ 
egy, and so on. 

A related problem is that executives often assume there is only one correct way to 
implement a given strategy. This is simply not true. Just as strategy often results from 
trial and error, so does marketing implementation. Firms that are truly customer- 
oriented must be flexible enough to alter their implementation on the fly to fully 
embrace customer intimacy and respond to changes in customers’ preferences. In the 
airline industry, for example, competitors quickly alter their pricing strategies when one 
firm announces a reduction in fares on certain routes. These rapid changes require that 
firms be flexible in both marketing strategy and implementation. 

Separatioi The ineffective implementation of marketing strategy is often a self¬ 
generated problem that stems from the way that planning and implementation are car¬ 
ried out in most firms. As shown in Exhibit 9.1, middle- or upper-level managers often 
do strategic planning; however, the responsibility for implementation almost always falls 
on lower-level managers and frontline employees. Top executives often fall into a trap of 
believing that a good marketing strategy will implement itself. Because there is distance 
between executives and the day-to-day activities at the frontline of the firm, they often 
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exhibit 1 The Separation of Planning and Implementation 
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do not understand the unique problems associated with implementing marketing strat¬ 
egy. Conversely, frontline employees—who do understand the challenges and hurdles of 
implementation—usually have a limited voice in planning the strategy. 

Another trap that top executives often fall into is believing that frontline man¬ 
agers and employees will be excited about the marketing strategy and motivated to 
implement it. However, because they are separated from the planning process, these 
managers and employees often fail to identify with the firm’s goals and objectives, 
and thus fail to fully understand the marketing strategy. 3 It is unrealistic for top 
executives to expect frontline managers and employees to be committed to a strategy 
they had no voice in developing, or to a strategy that they do not understand or feel 
is inappropriate. 4 

The Elements of Marketing Implementation 

Marketing implementation involves a number of interrelated elements and activities, as 
shown in Exhibit 9.2. These elements must work together for strategy to be implemented 
effectively. Because we examined marketing strategy issues in previous chapters, we now 
look briefly at the remaining elements of marketing implementation. 

Shared goals and values among all employees within the 
firm are the “glue” of successful implementation because they bind the entire organiza¬ 
tion together as a single, functioning unit. When all employees share the firm’s goals and 
values, all actions will be more closely aligned and directed toward the betterment of the 
organization. Without a common direction to hold the organization together, different 
areas of the firm may work toward different outcomes, thus limiting the success of the 
entire organization. For example, one of the reasons for the tremendous success of the 
New Belgium Brewery is the fact that all employees have a commitment to make excel¬ 
lent craft beer in ways that conserve environmental resources. 5 Other firms, such as 
FedEx, Google, and ESPN, are well known for their efforts to ensure that employees 
share and are committed to corporate goals and values. 

Institutionalizing shared goals and values within a firm’s culture is a long-term pro¬ 
cess. The primary means of creating shared goals and values is through employee 
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EXHIBIT 9.2 


The Elements of Marketing Implementation 



Source: Adapted from Lawrence R. Jaunch and William F. Glueck, Strategic Management and Business Policy, 3 rd ed. (New York: McGraw-Hill, 
1988), 305. 


training and socialization programs. 6 Although creating shared goals and values is a dif¬ 
ficult process, the rewards are worth the effort. Some experts have argued that creating 
shared goals and values is the single most important element of implementation because 
it stimulates organizational commitment where employees become more motivated to 
implement the marketing strategy, to achieve the firm’s goals and objectives, and to 
serve more fully the needs of the firm’s customers. 7 

Marketing Structn Marketing structure refers to the methods of organizing a firm’s 
marketing activities. Marketing structure establishes formal lines of authority, as well as 
the division of labor within the marketing function. One of the most important decisions 
that firms make is how to divide and integrate marketing responsibilities. This decision 
typically comes down to the question of centralization versus decentralization. In a 
centralized marketing structure, the top of the marketing hierarchy coordinates and 
manages all marketing activities and decisions. Conversely, in a decentralized marketing 
structure, the frontline of the firm coordinates and manages marketing activities and 
decisions. Typically, decentralization means that frontline marketing managers have the 
responsibility of making day-to-day marketing decisions. 

Both centralized and decentralized marketing structures have advantages. Centralized 
structures are very cost-efficient and effective in ensuring standardization within the 
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marketing program. These advantages can be particularly critical to firms whose compet¬ 
itiveness depends upon maintaining a tight control over marketing activities and 
expenses. 8 For example, firms employing a strategy of operational excellence, such as Wal- 
mart or Dell, may find a centralized structure beneficial to ensuring operational efficiency 
and consistency. Decentralized marketing structures have the important advantage of plac¬ 
ing marketing decisions closer to the frontline where serving customers is the number one 
priority. By decentralizing marketing decisions, frontline managers can be creative and 
flexible, allowing them to adapt to changing market conditions. 9 For this reason, firms 
that employ a strategy of customer intimacy, such as Ritz-Carlton or Nordstrom, may 
decentralize to ensure that they can respond to customers’ needs in a timely manner. The 
decision to centralize or decentralize marketing activities is a trade-off between reduced 
costs and enhanced flexibility. However, there is no one correct way to organize the mar¬ 
keting function. The right marketing structure will depend on the specific firm, the nature 
of its internal and external environments, and its chosen marketing strategy. 10 

Systems and Processes Organizational systems and processes are collections of 
work activities that absorb a variety of inputs to create information and communication 
outputs that ensure the consistent day-to-day operation of the firm. 11 Examples 
include information systems, strategic planning, capital budgeting, procurement, order 
fulfillment, manufacturing, quality control, and performance measurement. At IBM, 
for example, research engineers are evaluated on one- and three-year time frames. 
Employees receive bonuses based on the one-year evaluation, but are awarded rank and 
salary based on the three-year time frame. This unique system is designed to encourage 
innovation by minimizing the risk of failure in any single yearly evaluation. 12 As we 
discussed in Chapter 6, many of these systems and processes are now outsourced to 
other firms. However, their important role in implementation means that the firm must 
be very diligent in how these activities are managed. 

Resources A firm’s resources can include a wide variety of assets that can be 
brought together during marketing implementation. These assets may be tangible or 
intangible. Tangible resources include financial resources, manufacturing capacity, 
facilities, and equipment. Although not quite as obvious, intangible resources such as 
marketing expertise, customer loyalty, brand equity, corporate goodwill, and external 
relationships/strategic alliances are equally important. In Chapter 7, we addressed the 
importance of branding and corporate reputation in the marketing program. These 
issues are equally important in the implementation of the strategy, especially in 
leveraging strategic partnerships to ensure that marketing activities are done effec¬ 
tively and efficiently. 

Regardless of the type of resource, the amount of resources available can make or break 
a marketing strategy. However, a critical and honest evaluation of available resources dur¬ 
ing the planning phase can help ensure that the marketing strategy and marketing imple¬ 
mentation are within the realm of possibility. Upon completion of the marketing plan, the 
analyst or planner must seek the approval of needed resources from top executives. This 
makes the communication aspects of the actual marketing plan document critical to the 
success of the strategy. Top executives allocate scarce resources based on the ability of the 
plan to help the firm reach its goals and objectives. 

People (Human Resources) The quality, diversity, and skill of a firm’s human 
resources can also make or break the implementation of the marketing strategy. Conse¬ 
quently, human resource issues have become more important to the marketing function, 
especially in the areas of employee selection and training, evaluation and compensation 
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policies, and employee motivation, satisfaction, and commitment. In fact, the marketing 
departments of many firms have taken over the human resources function to ensure that 
employees have a correct match to required marketing activities. 13 A number of human 
resource activities are vitally important to marketing implementation: 

Employee Selection and Training. One of the most critical aspects of marketing 
implementation is matching employees’ skills and abilities to the marketing tasks to 
be performed. 14 It is no secret that some people are better at some jobs than others. 
We all know individuals who are natural salespeople. Some individuals are better at 
working with people, while others are better at working with tools or computers. The 
key is to match these employee skills to marketing tasks. A weakening economy and 
tightening job market in recent years have forced firms to become more demanding 
in finding the right employee skills to match their required marketing activities. 

Employee diversity is an increasingly important aspect of selection and training 
practices. As the U.S. population becomes more ethnically diverse, many firms take 
steps to ensure that the diversity of their employees matches the diversity of their 
customers. Many firms also face challenges with generational diversity in that most 
middle and upper managers are baby-boomers (born 1946-1964), whereas most 
entry-level positions consist of members of Generation X (born 1965-1976) or 
Generation Y (born after 1976). In many cases, these younger employees have better 
training, more technological sophistication, and fewer political inclinations than their 
baby-boomer bosses. Managers must recognize these issues and adapt selection and 
training practices accordingly. 

Employee Evaluation and Compensation. Employee evaluation and compensation 
are also important to successful marketing implementation. An important decision to 
be made in this area is the choice between outcome- and behavior-based systems. 15 
An outcome-based system evaluates and compensates employees based on 
measurable, quantitative standards such as sales volume or gross margin. This type of 
system is fairly easy to use, requires less supervision, and works well when market 
demand is fairly constant, the selling cycle is relatively short, and all efforts directly 
affect sales or profits. Conversely, behavior-based systems evaluate and compensate 
employees based on subjective, qualitative standards such as effort, motivation, 
teamwork, and friendliness toward customers. This type of system ties directly to 
customer satisfaction and rewards employees for factors they can control. However, 
behavior-based systems are expensive and difficult to manage because of their 
subjective nature and the amount of supervision required. The choice between 
outcome- and behavior-based systems depends on the firm, and its products, markets, 
and customers’ needs. The important point is to match the employee evaluation and 
compensation system to the activities that employees must perform in order to 
implement the marketing strategy. 

Employee Motivation, Satisfaction, and Commitment. Other important factors in 
the implementation of marketing strategy are the extent to which employees have the 
motivation to implement the strategy, their overall feelings of job satisfaction, and the 
commitment they feel toward the organization and its goals. 16 For example, one of 
the major contributors to Google’s success is the strong social culture fostered by the 
company’s leaders. Google provides its employees with things such as paid childcare, 
onsite laundry service, free transportation, gourmet food, onsite haircuts, and time off 
for personal activities. In return, Google’s employees reward the company with 
exceptionally strong motivation and commitment. 17 

Though factors such as employee motivation, satisfaction, and commitment are 
critical to successful implementation, they are highly dependent on other elements of 
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implementation, especially training, evaluation/compensation systems, and leadership. 
Marketing structure and processes can also have an impact on employee behaviors and 
attitudes. The key is to recognize the importance of these factors to successful marketing 
implementation and to manage them accordingly. 

Leadership The leadership provided by a firm’s managers and the behaviors of employees 
go hand-in-hand in the implementation process. Leadership—often called the art of manag¬ 
ing people—includes how managers communicate with employees, as well as how they moti¬ 
vate their people to implement the marketing strategy. As discussed in Beyond the Pages 9.2, 
today’s business leaders must be courageous enough to take a long-term view of corporate 
success—one that often sacrifices short-term gains for the sake of the future. 

Leaders have responsibility for establishing the corporate culture necessary for imple¬ 
mentation success. 19 A good deal of research has shown that marketing implementation 
is more successful when leaders create an organizational culture characterized by open 
communication between employees and managers. In this way, employees are free to dis¬ 
cuss their opinions and ideas about the marketing strategy and implementation activities. 
This type of leadership also creates a climate where managers and employees have full 
confidence and trust in each other. 

Approaches to Marketing Implementation 

Whether good or bad, all leaders possess a leadership style, or way of approaching a given 
task. Managers can use a variety of approaches in implementing marketing strategies and 
motivating employees to perform implementation activities. In this section, we examine 
four of these approaches: implementation by command, implementation through change, 
implementation through consensus, and implementation as organizational cultural. 20 

Implementation by Command 

Under this approach, the firm’s top executives develop and select the marketing strate¬ 
gies, which are transmitted to lower levels where frontline managers and employees 
implement them. Implementation by command has two advantages: (1) it makes deci¬ 
sion making much easier, and (2) it reduces uncertainty as to what is to be done to 
implement the marketing strategy. Unfortunately, this approach suffers from several dis¬ 
advantages. The approach places less emphasis on the feasibility of implementing the 
marketing strategy. It also divides the firm into strategists and implementers: Executives 
who develop the marketing strategy are often far removed from the targeted customers it 
is intended to attract. For these reasons, implementation by command can create 
employee motivation problems. Many employees do not have motivation to implement 
strategies in which they have little confidence. 

Implementation by command is quite common in franchise systems. For example, 
McDonald’s use of this approach creates a great deal of ongoing tension between the 
corporate office and its franchisees around the globe. In some cases, the tensions become 
so hostile that franchisees have flatly refused to implement some corporate strategies, 
such as the company’s dollar menu promotion. Other strategies, such as keeping stores 
open 24 hours, offering free WiFi, and adding new products such as frozen drinks and 
McCafe coffee stations, significantly increase costs for franchisees. Rising costs have 
forced many would be McDonald’s franchisees to reconsider the investment. 21 

Implementation Through Change 

Implementation through change is similar to the command approach except that it 
focuses explicitly on implementation. The basic goal of implementation through change 
is to modify the firm in ways that will ensure the successful implementation of the 
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Beyond the Pages 9.2 

The New Rules of CEO Leadership 18 


As we have discussed throughout this text, the rules 
of the road in marketing have changed in today's 
economy. Customers now hold most of the power 
due to increasing access to information, massive 
product selection and its associated competition, and 
increasingly mature markets characterized by com¬ 
moditization. The dynamic nature of today's market¬ 
place has touched all sectors of the global economy. 
Nowhere is this truer than in the executive suite of 
today's corporations. Many CEOs struggle with man¬ 
aging their monolithic organizations in an increas¬ 
ingly fast-paced environment. 

There is a good reason for the challenges facing 
today's CEOs: Many of them operate using a set 
of rules developed in the 1980's and 1990's glory days 
of corporate expansion and global domination. Many of 
those rules were developed by the celebrity CEOs of the 
day such as Jack Welch (GE), Lou Gerstner (IBM), Al 
Dunlap (Sunbeam), and Roberto Goizueta (Coca-Cola). 


Of these, Jack Welch was the iconic leader. Most major 
corporations adopted his rules for business during the 
1980s and 1990s. Welch's rules focused on corporate 
growth, maximizing market share, and the preemi¬ 
nence of quarterly earnings. However, those rules are 
ill suited for today's market because the rapid pace of 
change and increasingly relentless competition force 
CEOs to take a long-term view of competitiveness. 
That view is less about market share and stock price 
and more about making decisions that ensure the via¬ 
bility and long-term survival of the corporation. Today's 
problems are different than those of 10 to 25 years ago. 
Consequently, old solutions no longer work. 

In order to highlight the importance of the issue. 
Fortune published a set of seven new rules for busi¬ 
ness that contradict virtually all of the old-school rules 
advocated by CEOs both past and present. These new 
rules argue for a dramatic shift away from short-term 
results in favor of long-term survival: 


Old Rules New Rules Examples 


Big dogs own the 

Agile is best; being 

street 

big can bite you 

Be #1 or #2 in 

Find a niche, create 

the market 

something new 

Shareholders rule 

The customer is king 

Be lean and mean 

Look outside, not inside 

Rank your players; 
go with the A's 

Hire passionate people 

Hire a charismatic 
CEO 

Hire a courageous CEO 

Admire my might 

Admire my soul 


Big pharmaceutical companies are losing to smaller biotech firms; the decline of 
major U.S. automakers such as General Motors; Samsung's rise above Sony 
Energy drinks are more profitable than traditional soft drinks; the growth of 
Starbucks from a niche player to a coffee powerhouse 

Businesses are better at managing earnings rather than the goods and services 
that produce those earnings; major scandals at firms like Enron and WorldCom 
Innovation drives today's success (i.e., Apple's iPad); the drive for quality and 
efficiency only improves current processes—it does not promote innovation 
Employees want purpose and meaning in their work; the growth in hiring 
employees with passion (Apple, ESPN, Genentech) 

Today's CEOs must have the fortitude to make decisions that have long-term 
payoffs, not the quick fixes that are rewarded by Wall Street investors 

Powerful corporations are increasingly targeted by activists on a number of fronts; 
it is better to be a company with a long-term vision that legitimizes its role in 
society 


Of these rules, hiring a courageous CEO may be the 
most critical. CEOs who adopt Fortune's new rules for 
business must be willing to make investments that will 
not pay off for years—when that CEO is no longer in 
charge. The old ways of doing business—such as driving 
down costs through efficiency, growth through mergers 
and acquisitions, and careful manipulation of financial 
and accounting decisions—are solutions that simply do 
not work any longer. Anne Mulcahy, former CEO of 
Xerox, puts it this way: "You have to change when 


you're at the top of your game in terms of profit. If you're 
not nimble, there's no advantage to size. It's like a rock." 

Unfortunately, Wall Street gives today's CEOs little 
incentive to change. A study by Booz Allen found that 
CEOs become vulnerable to being fired if their com¬ 
pany's stock price falls below the S&P 500 by an aver¬ 
age of 2 percent. To be courageous in the face of this 
obstacle, today's CEOs must be willing to take risks 
and stand up for what they believe is in the long-term 
interest of their firm. 
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chosen marketing strategy. For example, the firm’s structure can be altered; employees 
can be transferred, hired, or fired; new technology can be adopted; the employee com¬ 
pensation plan can be changed; or the firm can merge with another firm. Mergers and 
acquisitions are common today in many industries, particularly in pharmaceuticals. 
Given the enormous expense of developing new drugs, many pharmaceutical firms have 
decided that it is easier and less expensive to offer new products or enter new markets by 
acquiring firms that already possess those capabilities. 

The manager who implements through change is more of an architect and politi¬ 
cian, skillfully crafting the organization to fit the requirements of the marketing strat¬ 
egy. There are many good historical examples of implementation through change: Lee 
Iacocca (Chrysler), Fred Smith (FedEx), and Steve Jobs (Apple) come to mind. One of 
the best success stories, however, is Samsung. Once recognized as a cheap, high-volume 
supplier of computer chips, circuit boards, and electronic components, Samsung has 
emerged as a dominant player in the consumer electronics market. The major change 
at Samsung was a shift in operational focus from production to marketing. Samsung 
also changed by dropping its 50-plus low-budget brands in favor of a single master 
Samsung brand. The shift has been so successful that Samsung has been continuously 
ranked as one of the world’s fastest growing brands since 2000. In fact, Samsung is the 
top electronics manufacturer in the world by revenue and is more successful than Sony, 
Nokia, and other electronics manufacturers in many different product categories. For 
example, despite Apple’s success, Samsung is actually the top mobile phone company 
in the world. 22 

Because many business executives are reluctant to give up even a small portion of 
their control (as is the case with the next two implementation approaches), they often 
favor implementation through change. The approach achieves a good balance between 
command and consensus, and its successes are quite evident in business today. How¬ 
ever, despite these advantages, implementation through change still suffers from the 
separation of planning and implementation. By clinging to this power-at-the-top phi¬ 
losophy, employee motivation often remains an issue. Likewise, the changes called for 
in this approach often take a great deal of time to design and implement (for example, 
it took Samsung over a decade to reach the top of the electronics market). This can 
create a situation where the firm becomes stagnant while waiting on the strategy to 
take hold. As a result, the firm can become vulnerable to changes in the marketing 
environment. 


Implementation Through Consensus 

Upper- and lower-level managers work together to evaluate and develop marketing strat¬ 
egies in the consensus approach to implementation. The underlying premise of this 
approach is that managers from different areas and levels in the firm come together as 
a team to collaborate and develop the strategy. Each participant has different opinions as 
well as different perceptions of the marketing environment. The role of the top manager 
is that of a coordinator, pulling different opinions together to ensure the development of 
the best overall marketing strategy. Through this collective decision-making process, the 
firm agrees upon a marketing strategy and reaches a consensus as to the overall direction 
of the firm. 

Implementation through consensus is more advantageous than the first two 
approaches in that it moves some of the decision-making authority closer to the front¬ 
line of the firm. For this reason, this implementation approach is used extensively in 
service organizations. For example, Royal Caribbean uses a team approach in develop¬ 
ing and implementing strategy for any initiative, such as building a new ship, adding a 
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new computer system, or changing the marketing program. CEO Richard Fain then 
gives the teams milestones to keep them on track. 23 This approach is based on the 
simple truth that lower-level employees have a unique perspective on the marketing 
activities necessary to implement the firm’s strategy (in the case of Royal Caribbean, 
the strategy is enhanced amenities and complete customer satisfaction). These 
employees are also more sensitive to the needs and wants of the firm’s customers. In 
addition, because they are involved in the strategic process, these employees often 
have a stronger motivation and commitment to the strategy to see that it is properly 
implemented. 

Implementation through consensus tends to work best in complex, uncertain, and 
highly unstable environments. The collective strategy-making approach works well 
in this environment because it brings multiple viewpoints to the table. However, imple¬ 
mentation through consensus often retains the barrier between strategists and 
implementers. The end result of this barrier is that the full potential of the firm’s 
human resources is not realized. Thus, for implementation through consensus to be 
truly effective, managers at all levels must communicate openly about strategy on an 
ongoing, rather than an occasional, basis. 

Implementation as Organizational Culture 

Under this approach, marketing strategy and its implementation become extensions 
of the firm’s mission, vision, and organizational culture. In some ways, this approach 
is similar to implementation through consensus, except that the barrier between stra¬ 
tegists and implementers completely dissolves. When personnel see implementation 
as an extension of the firm’s culture, employees at all levels have permission to 
participate in making decisions that help the firm reach its mission, goals, and 
objectives. 

With a strong organizational culture and an overriding corporate vision, the task of 
implementing marketing strategy is about 90 percent complete. 24 This occurs because 
all employees adopt the firm’s culture so completely that they instinctively know what 
their role is in implementing the marketing strategy. At the Ritz-Carlton, for example, 
the firm’s culture is supported and sustained through daily 15-minute meetings among 
employees—called “line-ups”—where they share stories and educate each other on 
better ways to serve customers. Ritz-Carlton employees can design their own work pro¬ 
cedures and can personally attend to any guest’s request. 25 This extreme form of 
decentralization is often called empowerment. Empowering employees means allowing 
them to make decisions on how to best perform their jobs. The strong organizational 
culture and a shared corporate vision ensure that empowered employees make the right 
decisions. 

Although creating a strong culture does not happen overnight, it is absolutely 
necessary before employees can be empowered to make decisions. Employees must 
be trained and socialized to accept the firm’s mission and to become a part of the 
firm’s culture. 26 Despite the enormous amount of time involved in developing and 
using this approach to implementation, its rewards of increased effectiveness, effi¬ 
ciency, and increased employee commitment and morale are often well worth the 
investment. 

To summarize, firms and their managers can use any one of these four approaches to 
implement marketing strategy. Each approach has advantages and disadvantages as out¬ 
lined in Exhibit 9.3. The choice of an approach will depend heavily on the firm’s 
resources, its current culture, and the manager’s own personal preferences. Many 
managers don’t want to give up control over decision making. For these managers, 
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EXHIBIT 9.3 Advantages and Disadvantages of Implementation Approaches 


Implementation by Command 

Basic Premise: Marketing strategies are developed at the top of the organizational hierarchy and then 


Advantages: 

passed to lower levels where frontline managers and employees are expected to implement 
them. 

Reduces uncertainty and makes decision making easier 

Good when a powerful leader heads the firm 

Good when the strategy is simple to implement 

Disadvantages: 

Does not consider the feasibility of implementing the strategy 

Divides the firm into strategists and implementers 

Can create employee motivation problems 


Implementation Through Change 

Basic Premise: The firm is modified in ways that will ensure the successful implementation of the chosen 


Advantages: 

marketing strategy. 

Specifically considers how the strategy will be implemented 

Considers how strategy and implementation affect each other 

Used successfully by a large number of firms 

Disadvantages: 

Clings to a “power-at-the-top” mentality 

Requires a skilled, persuasive leader 

Changes can take time to design and implement, leaving the firm vulnerable to changes in 
the marketing environment 


Implementation Through Consensus 

Basic Premise: Different areas of the firm come together to “brainstorm” and develop the marketing 


Advantages: 

strategy. Through collective agreement, a consensus is reached as to the overall direction 
of the firm. 

Considers multiple opinions and viewpoints 

Increases firm-wide commitment to the strategy 

Moves some decision making closer to the front line of the firm 

Useful in complex, uncertain, and unstable environments 

Disadvantages: 

Some managers will not give up their authority 

Can lead to groupthink 

Slows down the strategy development and implementation process 

Requires open horizontal and vertical communication 


Implementation as Organizational Cultural 


Basic Premise: 

Marketing strategy is a part of the overall mission and vision of the firm; therefore, the 
strategy is embedded in the firm’s culture. Top executives manage the firm’s culture to 
ensure that all employees are well versed in the firm’s strategy. 

Advantages: 

Eliminates the barrier between strategists and implementers 

Increases employee commitment to organizational goals 

Allows for the empowerment of employees 

Can make marketing implementation much easier to accomplish 

Disadvantages: 

Must spend more money on employee selection and training 

Creating the necessary culture can be painful and time-consuming 

Quickly shifting to this approach can cause many internal problems 
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connecting implementation and culture may be out of the question. Regardless of the 
approach taken, one of the most important issues that a manager must face is how to 
deal with the people who have responsibility for implementing the marketing strategy. 
To examine this issue, we now turn our attention to internal marketing—an increasingly 
popular approach to marketing implementation. 


Internal Marketing and Marketing Implementation 

As more firms come to appreciate the importance of employees to marketing imple¬ 
mentation, they have become disenchanted with traditional implementation 
approaches. Several factors have caused this change: U.S. businesses losing out to 
foreign competitors, high rates of employee turnover and its associated costs, and 
continuing problems in the implementation of marketing strategy. These problems 
have led many firms to adopt an internal marketing approach to marketing 
implementation. 

The practice of internal marketing comes from service industries, where it was 
first used as a means of making all employees aware of the need for customer satis¬ 
faction. Internal marketing refers to the use of a marketing-like approach to moti¬ 
vate, coordinate, and integrate employees toward the implementation of the firm’s 
marketing strategy. The goals of internal marketing are to: (1) help all employees 
understand and accept their roles in implementing the marketing strategy, (2) create 
motivated and customer-oriented employees, and (3) deliver external customer 
satisfaction. 27 Note that internal marketing explicitly recognizes that external 
customer satisfaction depends on the actions of the firm’s internal customers—its 
employees. 

The Internal Marketing Approach 

In the internal marketing approach, every employee has two customers: external and 
internal. For retail store managers, for example, the people who shop at the store 
are external customers, whereas the employees who work in the store are the man¬ 
ager’s internal customers. In order for implementation to be successful, the store 
manager must serve the needs of both customer groups. If the internal customers 
do not receive proper information and training about the strategy and are not 
motivated to implement it, then it is unlikely that the external customers will be 
satisfied completely. 

This same pattern of internal and external customers takes place throughout all 
levels of the firm. Even the CEO is responsible for serving the needs of his or her 
internal and external customers. Thus, unlike traditional implementation approaches 
where the responsibility for implementation rests with the frontline of the firm, the 
internal marketing approach places this responsibility on all employees regardless of 
their level within the firm. In the end, successful marketing implementation comes 
from an accumulation of individual actions where all employees have responsibility 
for implementing the marketing strategy. Walmart founder Sam Walton was keenly 
aware of the importance of internal marketing. He visited Walmart stores on a 
regular basis, talking with customers and employees about how he could better 
serve their needs. He felt so strongly about the importance of his associates (his 
term for store personnel), that he always allowed them the opportunity to voice 
their concerns about changes in marketing activities. Sam had strong convictions 
that if he took good care of his associates, they would take good care of Walmart’s 
customers. 
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The Internal Marketing Process 

The process of internal marketing is straightforward and rests on many of the same prin¬ 
ciples used in traditional external marketing. As shown in Exhibit 9.4, internal marketing 
is an output of and input to both marketing implementation and the external marketing 
program. That is, neither the marketing strategy nor its implementation can be designed 
without a consideration for the internal marketing program. 

The product, price, distribution, and promotion elements of the internal marketing 
program are similar to the elements in the external marketing program. Internal pro¬ 
ducts refer generally to marketing strategies that must be “sold” internally. More specifi¬ 
cally, however, internal products refer to any employee tasks, behaviors, attitudes, or 
values necessary to ensure implementation of the marketing strategy. 28 Implementation 
of a marketing strategy, particularly a new strategy, typically requires changes on the part 
of employees. They may have to work harder, change job assignments, or even change 
their attitudes and expand their abilities. The increased effort and changes that employ¬ 
ees must exhibit in implementing the strategy are equivalent to internal prices. Employ¬ 
ees pay these prices through what they must do, change, or give up when implementing 
the marketing strategy. 


EXHIBIT 9.4 The Internal Marketing Process 



Target Groups 
within the 
Organization 


External 
Customer 
Groups or Targets 


Source: Adapted from Nigel F. Piercy, Market-Led Strategic Change (Stoneham, MA: Butterworth-Heinemann, 2008), pp. 496-501. 
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Internal distribution refers to the internal interactions that disseminate the marketing 
strategy throughout the firm. Planning sessions, workshops, formal reports, and personal 
conversations are all examples of internal distribution. Internal distribution also includes 
employee education, training, and socialization programs designed to assist in the transition 
to a new marketing strategy. Finally, all communication aimed at informing and persuading 
employees about the merits of the marketing strategy comprise internal promotion. Internal 
promotion can take the form of executive speeches, video presentations, blogs, podcasts, or 
internal company newsletters. Given the growing diversity of today’s employees, it is unlikely 
that any one medium will communicate with all employees successfully. Firms must realize 
that telling employees important information once in a single format is not good communi¬ 
cation. Until the employees “get the strategy,” communication has not taken place. 

Successfully using an internal marketing approach requires an integration of many 
factors already discussed in this chapter. First, the recruitment, selection, and training of 
employees must be considered an important element of marketing implementation, with 
marketing having input to these human resource and personnel activities as necessary. 29 
This ensures that employees will be matched to the marketing tasks to be performed. 
Second, top executives must be completely committed to the strategy and the overall 
marketing plan. It is naive to expect employees to be committed when top executives are 
not. Simply put, the best-planned strategy in the world cannot succeed if the employees 
responsible for its implementation do not believe in it or have a commitment to it. 30 

Third, employee compensation programs must be linked to the implementation of the 
marketing strategy. This means that employees should be rewarded on the basis of beha¬ 
viors consistent with the marketing strategy. Fourth, the firm should be characterized by 
open communication among all employees, regardless of their level in the firm. Through 
open, interactive communication, employees come to understand the support and com¬ 
mitment of top executives, and how their jobs fit into the overall marketing implementa¬ 
tion process. Finally, the firm’s structure, policies, and processes should match the 
marketing strategy to ensure that the strategy can be implemented in the first place. On 
some occasions, the firm’s structure and policies constrain the ability of employees to 
implement the strategy effectively. Although eliminating these constraints may mean 
that employees should be empowered to creatively fine-tune the strategy or its imple¬ 
mentation, empowerment should be used only if the firm’s culture can support it. How¬ 
ever, if a company uses empowerment correctly as a part of the internal marketing 
approach, the firm can experience more motivated, satisfied, and committed employees, 
as well as enhanced customer satisfaction and improved marketing performance. 31 

Evaluating and Controlling Marketing Activities 

A marketing strategy can achieve its desired results only if implemented properly. 
Properly is the key word. It is important to remember that a firm’s intended marketing 
strategy often differs from the realized strategy (the one that actually takes place). This 
also means that actual performance is often different from expectations. Typically, there 
are four possible causes for this difference: 

1. The marketing strategy was inappropriate or unrealistic. 

2. The implementation was inappropriate for the strategy. 

3. The implementation process was mismanaged. 

4. The internal and/or external environments changed substantially between the devel¬ 
opment of the marketing strategy and its implementation. 

To reduce the difference between what actually happened and what the company 
expected—and to correct any of these four problems—marketing activities must be 
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E X H l B l T 9.5 A Framework for Marketing Control 


Formal Controls: Control Activities Initiated by Management 

Input controls—actions taken prior to implementation of the strategy 

Employee recruitment, selection, and training processes 
Human resource allocations 
Allocation of financial resources 
Capital outlays 

Research and development expenditures 

Process controls—actions taken during implementation of the strategy 

Employee evaluation and compensation systems 
Employee authority and empowerment 
Internal communication programs 
Lines of authority/structure (organizational chart) 

Management commitment to the marketing plan 
Management commitment to employees 
Output controls—evaluated after implementation of the strategy 

Formal performance standards (for example, sales, market share, and profitability) 
Marketing audits 


Informal Controls: Unwritten Control Activities Initiated by Employees 

Employee self-control—control based on personal expectations and goals 

Job satisfaction 
Organizational commitment 
Employee effort 

Commitment to the marketing plan 

Social control—small-group control based on group norms and expectations 

Shared organizational values 

Social and behavioral norms in work groups 

Cultural control—cultural control based on organizational norms and expectations 

Organizational culture 

Organizational stories, rituals, and legends 

Cultural change 


Source: Adapted from Bernard J. Jaworski, “Toward a Theory of Marketing Control: Environmental Context, Control Types, and 
Consequences,” Journal of Marketing, 52 (July 1988), pp. 23-39. 


evaluated and controlled on an ongoing basis. Although the best way to handle 
implementation problems is to recognize them in advance, no manager can successfully 
recognize all of the subtle and unpredictable warning signs of implementation failure. 

With that in mind, it is important that the potential for implementation failures be 
managed strategically by having a system of marketing controls in place that allows the 
firm to spot potential problems before they cause real trouble. Exhibit 9.5 outlines a frame¬ 
work for marketing control that includes two major types of control: formal controls and 
informal controls. 32 Although we discuss each type of marketing control separately, most 
firms use combinations of these control types to monitor strategy implementation. 

Formal Marketing Controls 

Formal marketing controls are activities, mechanisms, or processes designed by the firm 
to help ensure the successful implementation of the marketing strategy. The elements of 
formal control influence the behaviors of employees before and during implementation, 
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and to assess performance outcomes at the completion of the implementation process. 
These elements are referred to as input, process, and output controls respectively. 

Input Controls Actions taken prior to the implementation of the marketing strategy 
are input controls. The premise of input control is that the marketing strategy cannot be 
implemented correctly unless the proper tools and resources are in place for it to suc¬ 
ceed. Recruiting, selecting, and training employees are among the most important input 
controls. Another critical input control deals with financial resources. These control 
activities include resource allocation decisions (manpower and financial), capital outlays 
for needed facilities and equipment, and increased expenditures on research and devel¬ 
opment. Financial resources can make or break a marketing strategy or its implementa¬ 
tion. For example, General Motors was quite slow to infuse additional capital into its 
Saturn division after it was first launched. For years, Saturn was unable to compete effec¬ 
tively due to constrained resources that limited its ability to develop and market new 
vehicles. A case in point: Saturn did not enter the highly profitable SUV market until 
2002—long after its competitors. By the time GM did give Saturn additional resources, 
it was too late to repair the brand’s tarnished image. General Motors later closed the 
Saturn division as a part of its corporate restructuring. 

Process Controls Process controls include activities that occur during implementa¬ 
tion, designed to influence the behavior of employees so they will support the strategy 
and its objectives. Although the number of process controls is potentially limitless and 
will vary from one firm to the next, Exhibit 9.5 provides some examples of universal pro¬ 
cess controls that all firms must employ and manage well. 

The process control that stands out above all others is management commitment to 
the strategy. Several research studies have confirmed that management commitment to 
the marketing strategy is the single most important determinant of whether the strategy 
will succeed or fail. 33 This commitment is critical because employees learn to model the 
behavior of their managers. If management is committed to the marketing strategy, it is 
more likely that employees will be committed to it as well. Commitment to the market¬ 
ing strategy also means that managers must be committed to employees and support 
them in their efforts to implement the strategy. 

Another important process control is the system used to evaluate and compensate 
employees. In general, employees should be evaluated and compensated based on criteria 
relevant to the marketing strategy. 34 For example, if the strategy requires that salespeople 
increase their efforts at customer service, they should be rewarded on the basis of this 
effort, not on other criteria such as sales volume or the number of new accounts created. 
Further, the degree of authority and empowerment granted to employees is another 
important process control. Although some degree of empowerment can lead to increased 
performance, employees given too much authority often become confused and dissatis¬ 
fied with their jobs. 35 Having good internal communication programs—another type of 
process control—can help to alleviate these problems. 

Output Controls Output controls ensure that marketing outcomes are in line with 
anticipated results. The primary means of output control involves setting performance 
standards against which actual performance can be compared. To ensure an accurate 
assessment of marketing activities, all performance standards should be based on the 
firm’s marketing objectives. Some performance standards are broad, such as those 
based on sales, profits, or expenses. We say these are broad standards because many 
different marketing activities can affect them. Other performance standards are quite 
specific, such as many customer service standards (e.g., number of customer complaints, 
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Time-based performance measures are commonly used in evaluating and controlling marketing 
activities. 

repair service within 24 hours, overnight delivery by 10:00 a.m., on-time airline arrivals). 
In most cases, how the firm performs relative to these specific standards will determine 
how well it performs relative to broader standards. 

But how specific should performance standards be? Standards should reflect the 
uniqueness of the firm and its resources, as well as the critical activities needed to imple¬ 
ment the marketing strategy. In setting performance standards, it is important to remem¬ 
ber that employees are always responsible for implementing marketing activities, and 
ultimately the marketing strategy. For example, if an important part of increasing customer 
service requires that employees answer the telephone by the second ring, then a perfor¬ 
mance standard should be set for this activity. Standards for the performance of marketing 
personnel are typically the most difficult to establish and enforce. 

One of the best methods of evaluating whether performance standards have been 
achieved is to use a marketing audit to examine systematically the firm’s marketing objec¬ 
tives, strategy, and performance. 36 The primary purpose of a marketing audit is to identify 
problems in ongoing marketing activities and to plan the necessary steps to correct these 
problems. A marketing audit can be long and elaborate, or it can be short and simple. 
Exhibit 9.6 displays a sample marketing audit. In practice, the elements of the audit must 
match the elements of the marketing strategy. The marketing audit should also be used to 
gauge the success of ongoing implementation activities—not just when problems arise. 
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EXHIBITS,6 A Sample Marketing Audit 


Marketing Activities 


1. In what specific marketing activities is the company currently engaged? 

Product activities: research, concept testing, test marketing, quality control, etc. 

Customer service activities: installation, training, maintenance, technical support, complaint handling, etc. 

Pricing activities: financing, billing, cost control, discounting, etc. 

Distribution activities: availability, channels used, customer convenience, etc. 

Promotion activities: media, sales promotion, personal selling, public relations, etc. 

2. Are these activities conducted solely by the company, or are some provided by outside contractors 
(either domestically or offshore)? If outside contractors are used, how are they performing? Should any 
of these outside activities be brought in-house? 

3. What marketing activities do our competitors conduct that we do not offer? What additional marketing 
activities do customers want, need, or expect? 


Standard Procedures for Each Marketing Activity 

1. Do written procedures (manuals) exist for each marketing activity? If so, are these procedures 
(manuals) up to date? Do employees fully understand and follow these procedures (manuals)? 

2. What oral or unwritten procedures exist for each marketing activity? Should these procedures be 
formally included in the written procedures or should they be eliminated? 

3. Do marketing personnel regularly interact with other functional areas to establish standard procedures 
for each activity? 

Performance Standards for Each Marketing Activity 

1. What specific quantitative standards exist for each activity? 

2. What qualitative standards exist for each activity? 

3. How does each activity contribute to customer satisfaction within each marketing program element 
(i.e., product, pricing, distribution, promotion)? 

4. How does each activity contribute to marketing goals and objectives? 

5. How does each activity contribute to the goals and objectives of the company? 

Performance Metrics for Each Marketing Activity 


1. What are the internal, profit-based measures for each marketing activity? 

2. What are the internal, time-based measures for each marketing activity? 

3. How is performance monitored and evaluated internally by management? 

4. How is performance monitored and evaluated externally by customers? 

Evaluation of Marketing Personnel 

1. Are the company’s current recruiting, selection, and retention efforts consistent (matched) with the 
requirements of the marketing activities? 

2. What are the nature and content of employee training activities? Are these activities consistent with 
the requirements of the marketing activities? 

3. How are customer-contact personnel supervised, evaluated, and rewarded? Are these procedures 
consistent with customer requirements? 

4. What effect do employee evaluation and reward policies have on employee attitudes, satisfaction, and 
motivation? 

5. Are current levels of employee attitudes, satisfaction, and motivation adequate? 

continued 
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EXHIBIT 9,6 ( continued ) 

Evaluation of Customer Support Systems 

1. Are the quality and accuracy of customer service materials (e.g., instruction manuals, brochures, 
letters, etc.) consistent with the image of the company and its products? 

2. Are the quality and appearance of physical facilities (e.g., offices, furnishings, layout, store decor, 
etc.) consistent with the image of the company and its products? 

3. Are the quality and appearance of customer service equipment (e.g., repair tools, telephones, 
computers, delivery vehicles, etc.) consistent with the image of the company and its products? 

4. Is the record keeping system accurate? Is the information always readily available when it is 
needed? What technology could be acquired to enhance record keeping abilities (e.g., bar code 
scanners, RFID, notebook computers, wireless telephones or smartphones)? 


Regardless of the organization of the marketing audit, it should aid the firm in evalu¬ 
ating marketing activities by: 

1. Describing current marketing activities and their performance outcomes; 

2 . Gathering information about changes in the external or internal environments that 
may affect ongoing marketing activities; 

3 . Exploring different alternatives for improving the ongoing implementation of 
marketing activities; 

4 . Providing a framework to evaluate the attainment of performance standards, as well 
as marketing goals and objectives. 

The information in a marketing audit is often obtained through a series of question¬ 
naires that are given to employees, managers, customers, and/or suppliers. In some cases, 
outside consultants perform this ongoing evaluation. Using outside auditors has the 
advantages of being more objective and less time consuming for the firm. However, out¬ 
side auditors are typically quite expensive. A marketing audit can also be very disruptive, 
especially if employees are fearful of the scrutiny. 

Despite their drawbacks, marketing audits are usually quite beneficial for the firms that use 
them. They are flexible in that the scope of the audit can be broad (to evaluate the entire mar¬ 
keting strategy) or narrow (to evaluate only a specific element of the marketing program). The 
results of the audit can be used to reallocate marketing efforts, correct implementation pro¬ 
blems, or even to identify new opportunities. The end results of a well-executed marketing 
audit are usually better marketing performance and increased customer satisfaction. 

Informal Marketing Controls 

Formal marketing controls are overt in their attempt to influence employee behavior and 
marketing performance. Informal controls, on the other hand, are more subtle. Informal 
marketing controls are unwritten, employee-based mechanisms that subtly affect the beha¬ 
viors of employees, both as individuals and in groups. 37 Here, we deal with personal objec¬ 
tives and behaviors, as well as group-based norms and expectations. There are three types 
of informal control: employee self-control, social control, and cultural control. 

Employee Self-Control Through employee self-control, employees manage their own 
behaviors (and thus the implementation of the marketing strategy) by establishing per¬ 
sonal objectives and monitoring their results. The type of personal objectives that 
employees set depends on how they feel about their jobs. If they have high job 
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satisfaction and a strong commitment to the firm, they are more likely to establish per¬ 
sonal objectives that are consistent with the aims of the firm, the marketing strategy, and 
the firm’s goals and objectives. Employee self-control also depends on the rewards 
employees receive. Some employees prefer the intrinsic rewards of doing a good job 
rather than the extrinsic rewards of pay and recognition. Intrinsically rewarded employ¬ 
ees are likely to exhibit more self-control by managing their behaviors in ways that are 
consistent with the marketing strategy. 

Social Control Social, or small group, control deals with the standards, norms, and ethics 
found in workgroups within the firm. 38 The social interaction that occurs within these work¬ 
groups can be a powerful motivator of employee behavior. The social and behavioral norms 
of workgroups provide the “peer pressure” that causes employees to conform to expected 
standards of performance. If employees fall short of these standards, the group will pressure 
them to align with group norms. This pressure can be both positive and negative. Positive 
group influence can encourage employees to increase their effort and performance in ways 
consistent with the firm’s goals and objectives. However, the opposite is also true. If the work¬ 
group’s norms encourage slacking or shirking of job responsibilities, employees will feel pres¬ 
sured to conform, or risk being ostracized for good work. 

Cultural Control Cultural control is very similar to social control, only on a much 
broader scale. Here, we are interested in the behavioral and social norms of the entire firm. 
One of the most important outcomes of cultural control is the establishment of shared 
values among all members of the firm. Marketing implementation is most effective and effi¬ 
cient when every employee, guided by the same organizational values or beliefs, has a com¬ 
mitment to the same organizational goals. 39 Companies such as Lockheed Martin and 
Lexmark have strong organizational cultures that guide employee behavior. Unfortunately, 
cultural control is very difficult to master, in that it takes a great deal of time to create the 
appropriate organizational culture to ensure implementation success. 

It is important to note that the formal controls employed by the firm affect, to a great 
extent, the informal controls that occur within an organization. However, the premise of 
informal control is that some aspects of employee behavior cannot be influenced by for¬ 
mal mechanisms, and therefore must be controlled informally through individual and 
group actions. Beyond the Pages 9.3 describes how formal and informal controls overlap 
to promote risk management principles in today’s astute organizations. 

Scheduling Marketing Activities 

Through good planning and organization, marketing managers can provide purpose, 
direction, and structure to all marketing activities. However, the manager must under¬ 
stand the problems associated with implementation, understand the coordination of the 
various components of implementation, and select an overall approach to implementa¬ 
tion before actually executing marketing activities. Upon taking these steps, the market¬ 
ing manager with the responsibility for executing the plan must establish a timetable for 
the completion of each marketing activity. 

Successful implementation requires that employees know the specific activities for 
which they are responsible and the timetable for completing each activity. Creating a 
master schedule of marketing activities can be a challenging task because of the wide 
variety of activities required to execute the plan, the sequential nature of many activities 
(some take precedence over others and must be performed first), and the fact that time is 
of the essence in implementing the plan. 41 The basic steps involved in creating a sched¬ 
ule and timeline for implementation include: 
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Beyond the Pages 9.3 

Managing Risk Through Culture 40 


Given the many examples of corporate misconduct and 
lapses in managerial judgment over the past five to ten 
years, top executives have become keenly aware of the 
importance of managing corporate risk. The risks that 
today's organizations face come in many forms: finan¬ 
cial risk, insurance risk, operational risk, product liability 
risk, strategic risks, reputational risks, etc. As top execu¬ 
tives try to better understand the stakes in enterprise 
risk management, they are beginning to realize that 
managing risk involves more than making the right deci¬ 
sions in the boardroom. True risk management involves 
assessing the risk culture of the entire firm. 

Experts define risk culture as a system of values and 
behaviors within an organization that shape risk deci¬ 
sions. An organization's risk culture influences every¬ 
one, whether they are aware of it or not. It is this lack 
of awareness that creates potential problems. Even 
seemingly small decisions can have implications for 
corporate risk. The key is to ensure that all employees 
have a common understanding of risk, and how it is 
potentially connected to their day-to-day activities. 

Sadly, the evidence suggests that most organiza¬ 
tions do a poor job of nurturing their risk cultures. 
While 84 percent of firms include risk management in 
C-suite discussions, 58 percent of top executives 
stated that their middle- and lower-level employees 
had little to no understanding of their company's risk 
exposure. One-third said that even top managers had 
no formal risk training. Without training and an open 
dialogue about risk, organizations cannot ensure that 
well-informed and consistent decisions about risk 
occur throughout the firm. 

How can an organization inspire a risk culture? 
Some suggested guidelines include: 

Set the Tone at the Top and the Middle. A key axiom 
of management is that leaders communicate their 
priorities through what they measure, discuss, 
praise and criticize. These aspects of "setting the 
tone" are important because they provide examples 
for other employees to follow. However, this tone 
must emanate from all managers, not just those in 


the boardroom. The organization and its leaders 
must have a clearly articulated risk policy, as well 
as clear penalties for non-compliant behavior. 
Understand the Difference Between Good and 
Bad Risk. Risk management has the potential to 
stifle an organization's creativity. Thus, it is critical 
that all employees understand the difference 
between acceptable risk based on innovation and 
reckless behavior that jeopardizes the organization. 
The firm must also encourage and be willing to 
tolerate mistakes, and then learn from them. 
Promote Open Communication About Risk. Creating 
the proper risk culture requires consistent messages 
to employees about risk, and the importance of 
managing risk as a part of daily operations. This 
means that collaboration is essential in order to 
mitigate the ambiguity and competitiveness that 
typically lead to overly risky decisions. 

Give Employees Incentives to Manage Risk. Giving 
proper incentives to manage risk is important. 
However, it is often more important to eliminate 
any incentives that reward reckless behavior. This 
applies to everyone in the organization—from the 
boardroom to the mailroom. 

Consider the Risk Cultures of Potential Partners. To 
manage risk fully, an organization must ensure 
that its vendors, suppliers, and strategic partners 
share its risk tolerances. Risk should always be a 
consideration in choosing new partners or sup¬ 
pliers. Note that this also applies to the company's 
most important partners—its employees. Risk should 
always be a consideration in the hiring process. 

Having a strong risk culture means that everyone 
knows the principles and boundaries within which the 
organization operates. It means that risk is openly dis¬ 
cussed and weighed in all decisions. It ensures that 
everyone stays on the right path. However, creating 
this type of culture takes a great deal of patience and 
time. But then again, the crises that result from poor 
risk management are often far more costly in terms of 
time, money, and corporate reputation. 


1. Identify the Specific Activities to Be Performed. These activities include all mar¬ 
keting program elements contained within the marketing plan. Specific implementa¬ 
tion activities, such as employee training, structural changes, or the acquisition of 
financial resources, should be included as well. 
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2. Determine the Time Required to Complete Each Activity. Some activities require 
planning and time before they can come to fruition. Others can occur rather quickly 
after the initiation of the plan. 

3. Determine Which Activities Must Precede Others. Many marketing activities must 
be performed in a predetermined sequence (such as creating an advertising campaign 
from copywriting, to production, to delivery). These activities must be identified and 
separated from any activities that can be performed concurrently with other 
activities. 

4. Arrange the Proper Sequence and Timing of All Activities. In this step, the man¬ 
ager plans the master schedule by sequencing all activities and determining when 
each activity must occur. 

5. Assign Responsibility. The manager must assign one or more employees, teams, 
managers, or departments to each activity and charge them with the responsibility of 
executing the activity. 

A simple, but effective way to create a master implementation schedule is to incorpo¬ 
rate all marketing activities into a spreadsheet, like the one shown in Exhibit 9.7. A mas¬ 
ter schedule such as this can be simple or complex depending on the level of detail 


EXHIBIT 9.7 A Hypothetical Three-Month Marketing Implementation Schedule 


I 

Month 

March 

April 

May 

Activities Week 

1 

2 

3 

4 

1 

2 

3 

4 

1 

2 3 4 

Product Activities 











Finalize package changes 

• 










Production runs 

• 

• 



• 

• 



• 

• 

Pricing Activities 











Hold 10% off sale at retail 






• 





Hold 25% off sale at retail 










• 

Distribution Activities 











Shipments to warehouses 

• 


• 


• 


• 


• 

• 

Shipments to retail stores 


• 


• 


• 


• 


• • 

10% quantity discount to the trade 











Promotion Activities 











Website operational 

• 










Ongoing sponsorship 











Television advertising 


• 

• 



• 

• 



• • 

Online advertising 

• 


• 


• 


• 


• 

• 

Mobile coupon 




• 





• 


In-store displays 


• 

• 


• 

• 


• 

• 

• • 

Product placement 
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included within each activity. The master schedule will also be unique to the specific 
marketing plan tied to it. As a result, a universal template for creating a master schedule 
does not truly exist. 

Although some activities must be performed before others, other activities can be 
performed concurrently with other activities or later in the implementation process. 
This requires tight coordination between departments—marketing, production, 
advertising, sales, and so on—to ensure the completion of all marketing activities 
on schedule. Pinpointing those activities that can be performed concurrently can 
greatly reduce the total amount of time needed to execute a given marketing plan. 
Because scheduling can be a complicated task, most firms use sophisticated project 
management techniques, such as PERT (program evaluation and review technique), 
CPM (critical path method), or computerized planning programs, to schedule the 
timing of marketing activities. 


Lessons from Chapter 9 

Marketing implementation: 

is critical to the success of any firm because it is responsible 

for putting the marketing strategy into action. 

has been somewhat ignored throughout the history of 

business as most firms have emphasized strategic 

planning rather than strategic implementation. 

is the process of executing the marketing strategy by 

creating and performing specific actions that will ensure 

the achievement of the firm’s marketing objectives. 

goes hand-in-hand with evaluation and control in 

determining the success or failure of the marketing 

strategy, and ultimately for the entire firm. 

is usually the cause for the difference between intended 

marketing strategy—what the firm wants to happen— 

and realized marketing strategy—the strategy that 

actually takes place. 

maintains a relationship with strategic planning that 
causes three major problems: interdependency, 
evolution, and separation. 

The elements of marketing implementation include: 

Marketing strategy—the firm’s planned product, pricing, 
distribution, and promotion activities. 

Shared goals and values—the glue of implementation that 
holds the entire firm together as a single, functioning unit. 
Marketing structure—how the firm’s marketing activities 
are organized. 

Systems and processes—collections of work activities that 
absorb a variety of inputs to create information and 
communication outputs that ensure the consistent day- 
to-day operation of the firm. 

Resources—include a wide variety of tangible and 
intangible assets that can be brought together during 
marketing implementation. 


People—the quality, diversity, and skill of a firm’s human 
resources. The people element also includes employee 
selection and training, evaluation and compensation, 
motivation, satisfaction, and commitment. 

Leadership—how managers communicate with 
employees, as well as how they motivate their employees 
to implement the marketing strategy. 

Approaches to implementing marketing strategy 

include: 

• Implementation by command—marketing strategies are 
developed and selected by the firm’s top executives, then 
transmitted to lower levels where frontline managers and 
employees are expected to implement them. 

• Implementation through change—focuses explicitly on 
implementation by modifying the firm in ways that will 
ensure the successful implementation of the chosen 
marketing strategy. 

• Implementation through consensus—upper- and lower- 
level managers from different areas of the firm work 
together to evaluate and develop marketing strategies. 
Implementation as organizational culture—marketing 
strategy and implementation are seen as extensions of the 
firm’s mission, vision, and organizational culture. 
Employees at all levels can participate in making decisions 
that help the firm reach its mission, goals, and objectives. 

Internal marketing: 

refers to the use of a marketing-like approach to motivate, 
coordinate, and integrate employees toward the 
implementation of the firm’s marketing strategy, 
explicitly recognizes that external customer satisfaction 
depends on the actions of the firm’s internal customers— 
its employees. If the internal customers are not properly 
educated about the strategy and motivated to implement 
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it, then it is unlikely that the external customers will be 
satisfied completely. 

places the responsibility for implementation on all 
employees regardless of their level within the firm, 
is based on many of the same principles used in 
traditional external marketing. The product, price, 
distribution, and promotion elements of the internal 
marketing program are similar to the elements in the 
external marketing program. 

In evaluating and controlling marketing activities: 

the firm’s intended marketing strategy often differs from 
the realized strategy for four potential reasons: (1) the 
marketing strategy was inappropriate or unrealistic, (2) 
the implementation was inappropriate for the strategy, 
(3) the implementation process was mismanaged, or (4) 
the internal and/or external environments changed 
substantially between the development of the marketing 
strategy and its implementation. 

it is important that the potential for implementation 
failures be managed strategically by having a system of 
marketing controls in place. 

firms design and use formal input, process, and output 
controls to help ensure the successful implementation of 
the marketing strategy. 

Questions for Discussion 

1. Forget for a moment that planning the marketing 
strategy is equally as important as implementing 
the marketing strategy. What arguments can you 
make for one being more important than the 
other? Explain your answers. 

2. If you were personally responsible for implement¬ 
ing a particular marketing strategy, which imple¬ 
mentation approach would you be most 
comfortable using, given your personality and per¬ 
sonal preferences? Why? Would your chosen 
approach be universally applicable to any given sit¬ 
uation? If not, what would cause you to change or 

Exercises 

1. Find a recent news article about an organization 
that changed its marketing strategy. What were the 
reasons for the change? How did the organization 
approach the development and implementation of 
the new strategy? 

2. One of the best sources for shared goals and values 
to guide implementation is the firm’s own mission 
or values statement. Find the mission or values 
statement for the organization you identified in 


firms use output controls, or performance standards, 
extensively to ensure that marketing outcomes are in 
line with anticipated results. 

employees individually (self-control), in workgroups 
(social control), and throughout the firm (cultural 
control) use personal objectives and group-based norms 
and expectations to informally control their behaviors. 

Scheduling marketing activities: 

requires that employees know the specific activities for 
which they are responsible and the timetable for 
completing each activity. 

can be a challenging task because of the wide variety of 
activities required to execute the plan, the sequential 
nature of many marketing activities, and the fact that 
time is of the essence in implementing the plan, 
involves five basic steps: (1) identifying the specific activities 
to be performed, (2) determining the time required to 
complete each activity, (3) determining which activities 
must precede others, (4) arranging the proper sequence 
and timing of all activities, and (5) assigning responsibility 
to employees, managers, teams, or departments. 


adapt your approach? Remember, adapting your 
basic approach means stepping out of your per¬ 
sonal comfort zone to match the situation at 
hand. 

3. What do you see as the major stumbling blocks to 
the successful use of the internal marketing 
approach? Given the hierarchical structure of 
employees in most organizations (e.g., CEO, mid¬ 
dle management, staff employees), is internal mar¬ 
keting a viable approach for most organizations? 
Why or why not? 


Exercise 1. Do you see evidence of the mission or 
values in the way the organization handled its 
change in marketing strategy? Explain. 

3. Think about the unwritten, informal controls in 
your life. Develop a list of the controls that exist 
at work, at home, or at school (or substitute 
another context such as church, social gather¬ 
ings, or public activities). Are these controls 
similar or different? Why? 
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Controls at Work 

Controls at Home 

Controls at School 

Self Control 

(personal norms and 
expectations for behavior) 




Social Control 

(norms and expectations 
in small groups) 




Cultural Control 

(norms and expectations 
in the entire organization) 
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CHAPTER 

Developing and 
Maintaining Long- 
Term Customer 
Relationships 

Introduction 

To this point in the text, we have examined the process of strategic planning from 
its initial stages through the implementation of the marketing plan. At this point, 
however, we take the opportunity to step back from the process to look at it 
holistically. Firms often lose sight of the big picture as they rush to complete 
product development and test marketing, or put the finishing touches on a 
media campaign. All of the activities involved in developing and implementing 
the marketing program have one key purpose: to develop and maintain long¬ 
term customer relationships. However, as we have seen, implementing a 
marketing strategy that can effectively satisfy customers’ needs and wants has 
proven difficult in today’s rapidly changing business environment. The simple 
fact is that thorough research, strong competitive advantages, and a well- 
implemented marketing program are often not enough to guarantee success. 

In times past, developing and implementing the “right” marketing strategy was 
all about creating a large number of transactions with customers in order to 
maximize the firm’s market share. Companies paid scant attention to discovering 
customers’ needs and finding better ways to solve customers’ problems. In today’s 
economy, however, that emphasis has shifted to developing strategies that attract 
and retain customers over the long term. As illustrated in Beyond the Pages 10.1, 
1-800-Flowers.com does this effectively through a comprehensive understanding of 
its customers, including their expectations, motivations, and behaviors. With this 
knowledge in hand, firms like 1-800-Flowers.com can then offer the right 
marketing program to increase customer satisfaction and retain customers over 
the long term. 

In this chapter, we examine how the marketing program can be leveraged as a 
whole to deliver quality, value, and satisfaction to customers. We begin by 
reviewing the strategic issues associated with the customer relationship 
management process. Developing long-term customer relationships is one of the 
best ways to insulate the firm against competitive inroads and the rapid pace of 
environmental change and product commoditization. Next, we address the 
critical topics of quality and value as we concern ourselves with how the entire 
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Beyond the Pages 10.1 

1-800-Flowers.com Focuses on Customers 1 


Customer service. Trust. One-to-one customer inter¬ 
actions. Customer loyalty. These are the foundations 
of the steady growth of 1-800-Flowers.com for over 20 
years. Since the company went online in 1991, CEO 
Jim McCann has used a laser-like focus on customers 
to make 1-800-Flowers the number one floral retailer 
in the world. McCann's company earned $690 million 
in 2011 and adds roughly 3 million new customers 
every year. The company also enjoys a very high 
rate of repeat business. 

1-800-Flowers uses the Internet to connect to custo¬ 
mers and puts a lot of effort into creating a 360-degree, 
holistic view of each one. The company collects cus¬ 
tomer information at every point where it contacts a 
customer—sales, loyalty programs, surveys, direct 
mail advertising, sales promotions (contests and 
sweepstakes), and affiliate programs (with florists, 
credit card companies, and airlines)—and uses it to 
create customized communications and product offer¬ 
ings for each of the roughly 40 million customers in its 
database. 1-800-Flowers uses a sophisticated segmen¬ 
tation system that analyzes transactional behaviors 
(recency, frequency, monetary) and combines it with 
gift buying behaviors. This information is then tied to 
each customer's psychographic profile to create tar¬ 
geted messages for each customer segment. The com¬ 
pany then uses a variety of different metrics—financial, 
customer retention and acquisition, brand awareness, 
purchase intentions, and customer recommendations— 
to measure performance. 

To increase customer loyalty, 1-800-Flowers 
launched Fresh Rewards, a point-based loyalty pro¬ 
gram. Customers earn one point for every dollar 
they spend, and then receive a Fresh Reward pass 
via email when they have accumulated 200 points. 


There are also higher tiered programs for customers 
who spend $400 or $800 per year. The program is 
somewhat unique in that it offers only 1-800-Flowers 
merchandise as rewards. In addition to increasing 
customer loyalty, the Fresh Rewards program also 
allows the company to collect more in-depth informa¬ 
tion from customers. 

To further develop customer relationships, 
1-800-Flowers expanded its product mix well beyond 
floral products. The company now sells traditional 
gifts such as gift baskets, fruit bouquets, popcorn, 
cupcakes, cookies, chocolates, and baby gift baskets. 
Today, 36 percent of the company's sales come from 
non-floral products. To develop even stronger social 
links with customers, the company launched applica¬ 
tions for multiple smartphones and an online store 
through Facebook. 

For 1-800-Flowers, the key to success has been its 
ability to integrate and leverage the massive amount 
of data that it collects from its customers. However, 
CEO McCann also favors the old-school approach to 
understanding customers. McCann states that his 
training as a social worker helps him to understand 
the importance of solid relationships. True to his 
background, McCann regularly goes into the field to 
talk with customers. On key occasions such as 
Mother's Day and Valentine's Day, McCann and 
other executives answer the phones, deliver products, 
and work in the company's retail stores. McCann puts 
it this way: "Our competitors are all about the sales, 
we're about relationships. We are helping our custo¬ 
mers connect with the important people in their lives 
through flowers and gifts created and designed for 
specific relationships, occasions, and sentiments. 
That's the difference." 


marketing program is tied to these issues. Finally, we explore key issues with 
respect to customer satisfaction, including customer expectations and metrics for 
tracking customer satisfaction over time. 

Managing Customer Relationships 

As we briefly mentioned in Chapter 1, creating and maintaining long-term customer 
relationships requires that organizations see beyond the transactions that occur today to 
look at the long-term potential of a customer. To do this, the organization must strive 
to develop a relationship with each customer rather than generate a large number of 
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discrete transactions. Before a relationship can be mutually beneficial to both the firm and 
the customer, it must provide value to both parties. This is one of the basic requirements 
of exchange noted in Chapter 1. Creating this value is the goal of customer relationship 
management (CRM), which is defined as a business philosophy aimed at defining and 
increasing customer value in ways that motivate customers to remain loyal. 2 In essence, 
CRM is about retaining the right customers. It is important to note that CRM does not 
focus solely on end customers. Rather, CRM involves a number of different groups: 

Customers. The end users of a product, whether they be businesses or individual 
consumers. 

Employees. Firms must manage relationships with their employees if they are to have 
any hope of fully serving customers’ needs. This is especially true in service firms 
where employees are the service in the eyes of customers. Retaining key employees is 
a vital part of CRM. 

Supply Chain Partners. Virtually all firms buy and sell products upstream and/or 
downstream in the supply chain. This involves the procurement of materials or the 
sale of finished products to other firms. Either way, maintaining relationships with 
key supply chain partners is critical to satisfying customers. 

External Stakeholders. Relationships with key stakeholders must also be managed 
effectively. These include investors, government agencies, the media, nonprofit 
organizations, or facilitating firms that provide goods or services that help a firm 
achieve its goals. 

Delivering good value to customers requires that firms use CRM strategies to effec¬ 
tively manage relationships with each of these groups. This effort includes finding ways 
to integrate all of these relationships toward the ultimate goal of customer satisfaction. 

To fully appreciate the concepts behind customer relationship management, organiza¬ 
tions must develop a new perspective on the customer—one that shifts the emphasis 
from “acquiring customers” to “maintaining clients” as shown in Exhibit 10.1. Although 
this strategic shift has been underway for some time in business markets, technological 


EXHIBIT 10. Strategic Shift from Acquiring Customers to Maintaining 
Clients 


Acquiring Customers 


Maintaining Clients 


Customers are “customers” 

Mass marketing 
Acquire new customers 
Discrete transactions 
Increase market share 
Differentiation based on groups 

Segmentation based on homogeneous needs 

Short-term strategic focus 

Standardized products 

Lowest-cost provider 

One-way mass communication 

Competition 


Customers are “clients” 

One-to-one marketing 

Build relationships with current customers 

Continuous transactions 

Increase share of customer 

Differentiation based on individual 

customers 

Segmentation based on heterogeneous needs 

Long-term strategic focus 

Mass customization 

Value-based pricing strategy 

Two-way individualized communication 

Collaboration 
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advancements allow CRM to be fully embraced in consumer markets as well. Firms 
that are exceptionally good at developing customer relationships are said to possess 
“relationship capital”—a key asset that stems from the value generated by the trust, 
commitment, cooperation, and interdependence among relationship partners. With 
respect to competitive advantages, many see relationship capital as the most important 
asset that an organization can possess, as it represents a powerful advantage that can be 
leveraged to make the most of marketing opportunities. 3 

Developing Relationships in Consumer Markets 

Developing long-term customer relationships can be an arduous process. Over the life of 
the relationship, the firm’s goal is to move the customer through a progression of stages, as 
shown in Exhibit 10.2. The objective of CRM is to move customers from having a simple 
awareness of the firm and its product offering through levels of increasing relationship 
intensity, to the point where the customer becomes a true advocate for the firm and/or 
its products. Note that true CRM attempts to go beyond the creation of satisfied and 
loyal customers. Ultimately, the firm will possess the highest level of relationship capital 
when its customers become true believers or sponsors for the company and its products. 
For example, Harley-Davidson, which is now over 100 years old, is a great example of a 
firm that enjoys the highest levels of customer advocacy. Harley owners exhibit a cult-like 


EXHIBIT 10.2 Stages of Customer Relationship Development 


Relationship 

Stage 


CRM Goals 


Examples 


Awareness 


Initial purchase 


Repeat customer 


Client 


Community 


Advocacy 


Promote customer knowledge and education 
about the product or company. 

Prospect for new customers. 

Get product or company into customers’ 
evoked set of alternatives. 

Stimulate interest in the product. 

Stimulate product trial. 

Fully satisfy customers’ needs and wants. 
Completely meet or exceed customers’ 
expectations or product specifications. 

Offer incentives to encourage repeat purchase. 

Create financial bonds that limit the customer’s 
ability to switch products or suppliers. 

Acquire more of each individual customer’s 
business. 

Personalize products to meet evolving customer 
needs and wants. 

Create social bonds that prevent product or 
supplier switching. 

Create opportunities for customers to interact 
with each other in a sense of community. 

Create customization or structural bonds that 
encourage the highest degree of loyalty. 

Become such a part of the customer’s life that 
he or she is not willing to end the relationship. 
Think of customers as partners. 


Product advertising 
Personal selling (cold calls) 

Word of mouth 
Advertising 
Product sampling 
Personal selling 

Good product quality and value-based pricing 
Good service before, during, and after the sale 
Frequent reminders and incentives 

Frequent customer cards 
Frequent-flier programs 
Broad product offering 


Membership programs 

Affinity programs 

Ongoing personal communication 

Customer events and reunions 
Long-term contracts 
Brand-related memorabilia 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 





Chapter 10: Developing and Maintaining Long-Term Customer Relationships 287 



love for the brand that most other companies do not possess. Other firms, such as 
Starbucks, Apple, Coca-Cola, and Nike also enjoy a high degree of customer advocacy. 4 

In consumer markets, one of the most viable strategies to build customer relationships is 
to increase the firm’s share of customer rather than its market share. This strategy involves 
abandoning the old notions of acquiring new customers and increasing transactions to 
focus on more fully serving the needs of current customers. Financial services are a great 
example of this strategy in action. Most consumers purchase financial services from different 
firms. They bank at one institution, purchase insurance from a different institution, and han¬ 
dle their investments through another. To counter this fact of life, many companies now offer 
all of these services under one roof. For example, Regions Financial Corporation offers retail 
and commercial banking, trust, securities brokerage, mortgage and insurance products to 
customers in a network of over 1,700 offices in 16 states across the South, Midwest, and 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 













288 Part 4: Putting Strategy into Action 


Texas. Regions’ commitment to relationships is evident in its product offerings such as “per¬ 
sonal banking” and “relationship money market accounts.” 5 Rather than focus exclusively on 
the acquisition of new customers, Regions tries to more fully serve the financial needs of its 
current customers, thereby acquiring a larger share of each customer’s financial business. By 
creating these types of relationships, customers have little incentive to seek out competitive 
firms to fulfill their financial services needs. This relationship capital gives Regions an impor¬ 
tant strategic asset that can be leveraged as it competes with rival banks and financial institu¬ 
tions, both locally and online. 

Focusing on share of customer requires an understanding that all customers have dif¬ 
ferent needs; therefore, not all customers have equal value to a firm. The most basic 
application of this idea is the 80/20 rule: 20 percent of customers provide 80 percent of 
business profits. Although this idea is not new, advances in technology and data collec¬ 
tion techniques now allow firms to profile customers in real-time. In fact, the ability to 
track customers in detail can allow the firm to increase sales and loyalty among the bot¬ 
tom 80 percent of customers. The goal is to rank the profitability of individual customers 
to express their lifetime value (LTV) to the firm. Some customers—those that require 
considerable handholding or that frequently return products—are simply too expensive 
to keep given the low level of profits they generate. These bottom-tier customers can be 
“fired” or required to pay very high fees for additional service. Banks and brokerages, for 
example, slap hefty maintenance fees on small accounts. This allows the firm to spend its 
resources to more fully develop relationships with its profitable customers. 

The firm’s top-tier customers (those that fall into the top 20 percent) are the most 
obvious candidates for retention strategies. These customers are the most loyal and the 
most profitable, so the firm should take the necessary steps to ensure their continuing 
satisfaction. Customers that fall just outside of this tier, or second-tier customers, can 
be encouraged to be better customers or even loyal customers with the right incentives. 
Exhibit 10.3 outlines strategies that can be used to enhance and maintain customer rela¬ 
tionships. The most basic of these strategies is based on financial incentives that encour¬ 
age increased sales and loyalty. However, financial incentives are easily copied by 
competitors and are not typically good for retaining customers in the long run. To 
achieve this ultimate goal, the firm must turn to strategies aimed at closely tying the cus¬ 
tomer to the firm. These structural connections are the most resilient to competitive 
action and the most important for maintaining long-term customer relationships. 

Developing Relationships in Business Markets 

Relationship management in business markets is much like that in consumer markets. 
The goal is to move business buyers through a sequence of stages, where each stage 
represents an increasing level of relationship intensity. Although business relationships 
may not approach the cult-like, emotional involvement found in some consumer 
markets, businesses could nonetheless become structurally bound to their supply chain 
partners. These relationships can give both parties an advantage with respect to relation¬ 
ship capital: One firm maintains a loyal and committed customer; the other maintains a 
loyal and committed supplier. Both parties may also consider each other to be strong 
partners or advocates within the entire supply chain. 

Although our discussion certainly involves generalizations (e.g., some consumer mar¬ 
keters are better at building relationships than many business marketers), relationship 
development in business markets can be more involving, more complex, and much risk¬ 
ier than relationships in consumer markets. This occurs because business buyers typically 
have fewer options to choose from; and the financial risks are typically higher. For 
example, when computer processor maker AMD purchased ATI (a respected maker of 
graphics chips), the buying and partnering options for AMD, Intel, and other firms in 
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EXHIBIT 10.3 Strategies for Enhancing and Maintaining Customer Relationships 


Increasing Relationship Intensity 



Financial 

Incentives 

Social Bonding 

Enhanced 

Customization 

Structural Bonding 

Strategy 

Using financial 
incentives to increase 
customer loyalty 

Using social and 
psychological bonds to 
maintain a clientele 

Using intimate customer 
knowledge to provide one- 
to-one solutions or mass 

customization 

Creating customized 
product offerings that 
create a unique delivery 
system for each client 

Examples 

• Volume discounts 

• Coupons 

• Frequent-customer 
programs 

• Membership 
programs 

• Customer-only 
events 

• Community 
outreach programs 

• Customer reminder 
notifications 

• Personal 
recommendations 

• Personal shopping 
programs 

• Structured, lock-step 
programs 

• Automated electronic 

transactions 

• Contractual 
relationships 

Used by 

• Airlines 

• Grocery retailers 

• Music clubs 

• Health clubs 

• Churches 

• Credit cards 

• Auto service centers 

• Electronic retailers 

• Department stores 

• Professional services 

• Colleges and universities 

• Banks 

• Bundled telecom services 

Advantages 

• Effective in the 
short term 

• Easy to use 

• Difficult for 
competitors to copy 

• Reduces brand 
switching 

• Promotes strong loyalty 
and greatly reduces 
brand switching 

• Very difficult for 
competitors to copy 
customer knowledge 

• Ultimate reduction in 
brand switching 

• Products become 
intertwined in customers’ 
lifestyles 

Disadvantages 

• Easily imitated 

• Hard to end 

incentives once 
started 

• Can promote 
continual brand 
switching 

• Social bonds take 
time to develop 

• Customer trust 
is critical and 
must be maintained 
at all times 

• Can be quite expensive 
to deliver 

• Takes time to develop 

• Customer resistance 

• Time-consuming and 
costly to develop 


Sources: Based on Leonard L. Berry and A. Parasuraman. Marketing Services: Competing Through Quality. (The Free Press, 1991), 136-148; and Valerie Zeithaml, 
Mary Jo Bitner, and Dwayne Gremler. Services Marketing: Integrating Customer Focus Across the Firm. (New York: McGraw-Hill/Irwin, 2013), 160-166. 


the computer industry changed overnight. Intel, not wanting to support its closest compet¬ 
itor, began working with NVIDIA (ATI’s major competitor) in producing compatible 
chipsets for computers. Consequently, Apple’s partnership with Intel meant that they also 
had to turn to NVIDIA for graphics chips. Later, Intel imbedded graphics capabilities into 
its own chipsets, further changing the partnering options in the industry. 6 The relatively 
small number of players in this industry means that firms are tightly integrated. This is 
also important due to the presence of long-term contractual obligations and the sheer dol¬ 
lars involved. These types of business relationships must be built on win-win strategies 
that focus on cooperation and improving the value of the exchange for both parties, not 
on strict negotiation strategies where one side wins and the other side loses. 

Business relationships have become increasingly complex, as decisions must be made 
with an eye toward the entire supply chain, not just the two parties involved. In these 
cases, the relationships that are developed enhance the ability of the entire supply chain 
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to better meet the needs of final customers. Over the past several years, a number of 
changes have occurred in business relationships, including: 

A Change in Buyers’ and Sellers’ Roles. To build stronger relationships, buyers and 
sellers have shifted away from competitive negotiation (trying to drive prices up or down) 
to focus on true collaboration. This represents a major change for many companies. 

An Increase in Sole Sourcing. Supplier firms will continue to sell directly to large 
customers or move to selling through systems suppliers that put together a set of 
products from various suppliers to deliver a comprehensive solution. The continuing 
growth in online e-procurement systems is one result of this trend. 

An Increase in Global Sourcing. More than ever, buyers and sellers scan the globe in 
search of suppliers or buyers that represent the best match with their specific needs 
and requirements. The relationship building process is so costly and complex that 
only the best potential partners will be pursued. 

An Increase in Team-Based Buying Decisions. Increasingly, teams from both buying 
and supplying firms make purchase decisions. These teams consist of employees from 
different areas of expertise that are central to the success of both firms. Increasingly, 
senior management of both firms will be represented on these teams as economic 
buyers for both sides play a major role in setting goals and objectives. 

An Increase in Productivity Through Better Integration. Firms that closely align 
their buying and selling operations have the capacity to identify and remove any 
inefficiency in the process. This increased productivity leads to a reduction in both hard 
and soft costs, thereby enhancing the profitability of both firms. This integration can be 
extended throughout the supply chain. In the future, only the most efficient supply chains 
will survive, particularly as more procurement moves into the electronic arena. 

These fundamental changes in the structure of most business relationships will lead to 
dramatic changes in the way that organizations work together. Only those firms willing 
to make strategic, as opposed to cosmetic, changes in the way they deal with their custo¬ 
mers or suppliers are likely to prosper as we move forward in this century. 

Quality and Value: The Keys to Developing 
Customer Relationships 

To build relationship capital, a firm must be able to fulfill the needs of its customers bet¬ 
ter than its competitors. It must also be able to fulfill those needs by offering high- 
quality goods and services that are a good value relative to the sacrifices customers 
must make to acquire them. When it comes to developing and maintaining customer 
relationships, quality is a double-edged sword. If the quality of a good or service is 
poor, the organization obviously has little chance of satisfying customers or maintaining 
relationships with them. The adage of “trying something at least once” applies here. A 
firm may be successful in generating first-time transactions with customers, but poor 
quality guarantees that repeat purchases will not occur. On the other hand, good quality 
is not an automatic guarantee of success. Think of it as a necessary but insufficient con¬ 
dition of successful customer relationship management. It is at this point where value 
becomes critical to maintaining long-term customer relationships. 

Understanding the Role of Quality 

Quality is a relative term that refers to the degree of superiority of a firm’s goods or 
services. We say that quality is relative because it can only be judged in comparison 
to competing products, or when compared to an internal standard of excellence. The 
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concept of quality also applies to many different aspects of a firm’s product offering. The 
total product offering of any firm consists of at least three interdependent components, 
as illustrated in Exhibit 10.4: the core product, supplemental products, and symbolic and 
experiential attributes. 

The Core Product The heart of the offering, the core product, is the firm’s raison 
d’etre, or justification for existence. As shown in Exhibit 10.4, the core can be a tangible 
good—such as a Chevy Silverado—or an intangible service—such as the Verizon Wire¬ 
less communication network. Virtually every element of the marketing program has an 
effect on the quality (or perceived quality) of the core product; however, the firm’s prod¬ 
uct and branding strategies are of utmost importance. Since the core product is the part 
of the offering that delivers the key benefits desired by customers, the form utility offered 
by the core product is vital to maintaining its quality. For example, the quality of an 
entree in a restaurant depends on the form utility created through the combination of 
quality raw ingredients and expert preparation. In service offerings, the core product is 
typically composed of three interrelated dimensions: 7 

People. The interaction among the customer, the firm’s employees, and other 
customers present during service delivery. 

Processes. The operational flow of activities or steps in the service delivery process. 
Processes can be done through technology or face-to-face interaction. 

Physical Evidence. Any tangible evidence of the service including written materials, 
the service facility, people, or equipment. Includes the environment in which the 
service is delivered. 

As a whole, service firms struggle daily with maintaining the quality of their core ser¬ 
vice offerings. Because services are so people-intensive, effective implementation of the 


EXHIBIT 10.4 Components of the Total Product Offering 




Core Product 

Supplemental Products 

Symbolic and Experiential 
Attributes 

Chevrolet 

Transportation 

Accessories 

“The most dependable, 

Silverado 1500 

Hauling/towing 

GMAC financing 
Replacement parts 

OnStar 

longest-lasting full-size 
pickup on the road” 

“Chevy Runs Deep” 

Verizon Wireless 

Communication 

Phone options 

Rate plan options 
“Friends and Family” 

4G LTE 

“Rule the Air” 

“America’s largest and most 
reliable network” 

John Deere 

Lawn and garden 

Accessories 

John Deere “Green” 

Lawn Tractor 

maintenance 

Financing 

Delivery 

“Nothing Runs Like a 

Deere” 

Michelin Tires 

Tires 

Safety 

Broad availability 
Installation 

Financing 

“Because a lot is riding on 
your tires” 

“A Better Way Forward” 

The Michelin Man 

Waldorf Astoria 

New York City 

Lodging 

Mid-Manhattan location 
on Park Avenue 

Restaurants 

Room service 

“Peerless service and 
indulgent comfort” 

The first “Grand Hotel” 
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marketing strategy (through shared goals, employee motivation, and employee skills) is a 
major factor that helps to ensure consistency and quality. The quality of service also 
depends more on issues such as responsiveness to customer requests, consistent and reli¬ 
able service over time, and the friendliness and helpfulness of the firm’s employees. The 
quality of tangible goods depends more on issues such as durability, style, ease of use, 
comfort, or suitability for a specific need. 

Whether a good or a service, the firm has little chance of success if its core product is 
of inferior quality. However, even providing a high quality core product is not enough to 
ensure customer satisfaction and long-term customer relationships. This occurs because 
customers expect the core product to be of high quality or at least at a level necessary to 
meet their needs. When the core product meets this level of expected quality, the cus¬ 
tomer begins to take it for granted. For example, customers take their telephone service 
for granted because they expect it to work every time. They only take notice when clarity 
becomes an issue, or when the service is unavailable. The same thing can be said for a 
grocery retailer who consistently delivers high quality food and service. Over time, the 
core product no longer stands out at a level that can maintain the customer relationship 
in the long term. It is at this point where supplemental products become critical. 

Supplemental Products Supplemental products are goods or services that add value to 
the core product, thereby differentiating the core product from competing product offer¬ 
ings. In most cases, supplemental products are extra features or benefits that enhance the 
total product experience; however, they are not necessary for the core product to function 
correctly. In many product categories, the true difference between competing products or 
brands lies in the supplemental products provided by the firm. For example, every hotel is 
capable of delivering the core product—a room with a bed in which to spend the night. 
Although the quality of the core product varies among hotels, the important differences 
lie in the supplemental products. Upscale hotels such as Hyatt or Hilton offer many 
amenities—such as spas, restaurants, health clubs, valet parking, and room service—that 
budget hotels like Motel 6 or Econolodge do not. Wireless phone service is another example. 
All wireless firms can fulfill their customers’ communication needs; however, customers use 
supplemental products such as different phone options; rate plans; and freebies like rollover 
minutes, free roaming, and free long distance to differentiate one product offering from 
another. In business markets, supplemental services are often the most important factor in 
developing long-term relationships. Services such as financing, training, installation, and 
maintenance must be of top quality to ensure that business customers will continue to main¬ 
tain a relationship with the supplier firm. 

It is interesting to note that companies do not market many products with the core 
product in mind. When was the last time an automaker touted a car or truck on its abil¬ 
ity to fulfill your transportation needs (i.e., getting you from Point A to Point B)? Rather, 
they focus on supplemental product attributes such as special financing, roadside assis¬ 
tance, and warranties. Supplemental products such as these depend heavily on the prod¬ 
uct, pricing, and distribution elements of the marketing program. For example, in 
addition to selling a wide range of name brand products, Amazon also offers its own 
credit card and free “super saver” shipping on many orders of $25 or more, or free ship¬ 
ping with an Amazon Prime membership. These supplemental services, along with 24/7 
access and competitive pricing, make Amazon a formidable competitor in many different 
product categories. 

Symbolic and Experiential Attributes Marketers also use symbolic and experiential 
differences—such as image, prestige, and brand—to differentiate their products. These 
features are created primarily through the product and promotional elements of the 
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marketing program. Without a doubt, the most powerful symbolic and experiential attri¬ 
butes are based on branding. In fact, many brands—like Mercedes, iPod, Ritz-Carlton, 
Coca-Cola, Rolex, Disney World, and Ruth’s Chris Steak House—only need their 
names to get the message across. These brands have immense power in differentiating 
their products because they can project the entire product offering (core, supplemental, 
and symbolic/experiential) with one word or phrase. Other types of products don’t nec¬ 
essarily rely upon branding, but on their uniqueness to convey their symbolic and expe¬ 
riential nature. Major sporting events, such as the Super Bowl, the NCAA Final Four, or 
the Tour de France are certainly good examples of this. Even local athletic events, such 
as high school football games, can have symbolic and experiential qualities if the rivalry 
is intense. 

Delivering Superior Quality 

Delivering superior quality day in and day out is one of the most difficult things that any 
organization can do with regularity. In essence, it is difficult to get everything right— 
even most of the time. During the 1980s and 1990s, strategic initiatives such as total 
quality management, ISO 9000, and the advent of the Baldrige Award were quite suc¬ 
cessful in changing the way businesses thought about quality. As a result, virtually 
every industry saw dramatic improvements in quality during that time. 

Today, however, most businesses struggle with improving the quality of their pro¬ 
ducts, whether they are the core product or supplemental products. As we discussed in 
Chapter 1, this has happened because: (1) customers have very high expectations about 
quality, (2) most products today compete in mature markets, and (3) many businesses 
compete in markets with very little real differentiation among product offerings. As pro¬ 
ducts become further commoditized, it becomes very difficult for marketers to make 
their products stand out among a crowd of competitors. A great deal of research has 
been conducted to determine how businesses can improve the quality of their products. 
These four issues stand out: 8 

Understand Customers’ Expectations. It is not surprising that the basis of 
improving quality is also the starting point for effective customer relationship 
management. The delivery of superior quality begins with a solid understanding of 
customers’ expectations. This means that marketers must stay in touch with 
customers by conducting research to better identify their needs and wants. Although 
this research can include large-scale efforts such as surveys or focus groups, it can 
also include simple and inexpensive efforts such as customer comment cards or 
having managers interact in a positive fashion with customers. Advances in 
technology have greatly improved marketers ability to collect and analyze 
information from individual customers. New tools such as data warehousing and 
data mining hold great promise in enabling firms to better understand customers’ 
expectations and needs. 

Translate Expectations Into Quality Standards. Firms that can successfully convert 
customer information into quality standards ensure that they hear the voice of the 
customer. If customers want better ingredients, friendlier employees, or faster 
delivery, then standards should be set to match these desires. It is often the case, 
however, that managers set standards that meet organizational objectives with no 
consideration for customer expectations. As discussed in Beyond the Pages 10.2, this 
commonly occurs when managers set standards based on productivity, efficiency, or 
cost reductions rather than quality or customer service. In these cases, the temptation 
is to focus on internal benchmarks such as cost control or speed rather than customer 
benchmarks such as quality and satisfaction. 
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Beyond the Pages 10.2 

Customer Service versus Efficiency 9 


As consumers, we are supposed to be living the good 
life. After all, we have access to an unprecedented 
variety and assortment of goods and services from 
around the globe. Everything we need is practically 
at arm's length and available 24/7. If things are so 
great, then why do we still suffer from poor service, 
long wait times, ignored complaints, and the feeling 
that we are just another number to most firms? In 
other words, why is customer service so bad? Are 
we just spoiled or do companies not care anymore? 

While we may be spoiled and some companies 
might not care about service, the truth is that our own 
demands for convenient, fast, and low priced products 
are at odds with our demands for better customer ser¬ 
vice. As firms look to drive down costs and increase 
speed, they focus more on internal efficiency bench¬ 
marks based on costs and time-based measures of per¬ 
formance. This means they focus less on customer- 
driven benchmarks like quality, value, or satisfaction. 
This tendency is also driven by human nature: It is 
much easier to measure costs and time than some¬ 
thing as subjective as customer satisfaction. As a 
result, more and more firms must continuously walk a 
fine line between service and operational efficiency. 

Some companies successfully walk this line 
(Southwest Airlines is a good example). Others, how¬ 
ever, have damaged customer relationships in their 
attempt to reduce costs. This has been especially 
true with the recent downturn in the economy. In 
some cases, firms have been forced to reduce cus¬ 
tomer service to maintain or improve profitability. 
Four recent examples are discussed below: 

Hertz and Avis 

After laying off 4,000 employees in early 2009, Hertz's 
customers were faced with a shortage of customer 
service personnel. The company reduced its "instant 
return" hours at smaller airports, along with reducing 
the number of personnel at all locations. Avis took a 
similar route to reduce expenses during the economic 
downturn. The company cut service, reduced staff, 
and moved most of their instant return staff to airport 
counters. The result for customers: longer lines, 
increased wait time, and declining customer satisfac¬ 
tion. The result wasn't what Hertz and Avis had hoped 


for either. Both companies saw many of their most 
loyal customers move to competing rental compa¬ 
nies. In time, both Hertz and Avis reversed their poli¬ 
cies and increased the number of agents for their 
instant return customers. 

Home Depot 

After years of record growth and profits. Home Depot 
shifted its strategy to focus on expanding its contractor 
supply business and increasing efficiency through cost 
cutting and streamlined operations. Along the way, cus¬ 
tomer service slipped on the company's list of priorities. 
Full-time employees were replaced by part-timers, 
employee incentives for good service were cut, and the 
employee profit-sharing pool declined from $90 million 
to $44 million in one year. The end result: Home Depot 
slipped to dead last in customer satisfaction among 
major U.S. retailers. More importantly, the company 
found itself 6 percentage points behind Lowe's, which 
pursued a strategy that promoted more customer- 
friendly stores. After launching a major customer 
service program and abandoning many of its 
command-and-control practices. Home Depot's cus¬ 
tomer service improved. The key to the change was rede¬ 
fining employees' roles to focus clearly on customers. 

Costco and Sam's Club 

While Sam's Club (and its parent company Walmart) 
is well-known for offering low prices, virtually every 
customer survey indicates that Costco provides better 
customer service than Sam's Club. The reason? 
Costco treats its employees better. In addition to pro¬ 
viding better benefit packages, Costco pays its 
employees $6 to $7 more on average than Sam's 
Club. While more costly to implement, Costco's treat¬ 
ment of employees pays off in terms of better service 
to customers. For starters, better pay and benefits 
usually leads to more satisfied employees. In addi¬ 
tion, Costco's employee turnover rate ranges from 6 
to 20 percent per year, far lower than Sam's Club rate 
of 20 to 50 percent each year. This means that Cost¬ 
co's employees are more experienced and better able 
to serve the company's customers. Increased 
employee loyalty has another side benefit: Costco's 
recruiting, hiring, and training costs are lower. 

continued 
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Dell 

Dell's strategy and its success have long been tied to 
internal efficiency. Its business model of selling via 
phone and Internet is a textbook example of supply 
chain integration and operational excellence. In recent 
years, however, Dell has pursued cost cutting with a 
vengeance. The reason is competition. Virtually all of 
Dell's competitors match the company on pricing and 
product availability. Unfortunately, Dell's moves 
alienated its customers, especially in the company's 
call center operations, which Dell outsourced to 
firms in foreign countries. Not surprising, Dell's cus¬ 
tomer satisfaction ratings, along with its market 
share, fell dramatically. To turn things around, Dell 
initiated a $100 million program to improve customer 


service. The company began by appointing a new 
director of customer service, who immediately 
expanded the size of Dell's call centers from 1,000 to 
3,000 reps. Dell also invested $1 billion to open new 
data centers, including 12 global solution centers, 
which focus on sales, customer service, and technical 
support. 

If business can learn anything from these exam¬ 
ples, it's that they can never win the fight between 
customer service and efficiency. Cost cutting that 
reduces customer service almost always has to be rein¬ 
stated once customers start demanding better quality, 
more attention, and increased value for their money. 
Customer expectations are simply too high—and 
competitors too plentiful—for businesses to ignore. 


Uphold Quality Standards. The best quality standards are of little use if they are 
not delivered accurately and consistently. At issue is the ability of managers and 
employees to deliver quality that is consistent with established standards. Greeting 
customers by name, answering the phone on the second ring, and delivering a hot 
pizza within 30 minutes are all examples of quality standards that may, or may not, 
be achieved. Successfully achieving these standards depends mostly on how well the 
strategy is implemented. However, it also depends on the ability of the firm to fully 
fund the quality effort. For example, many retailers—including Walmart—at one time 
had standards for opening additional checkout lanes when there were more than three 
people in line. However, these retailers failed to deliver on this standard due to the 
expense of staffing additional employees to operate the registers. 

Do Not Overpromise. It goes without saying that customers will be disappointed if 
an organization fails to deliver on its promises. The key is to create realistic customer 
expectations for what can and cannot be delivered. All communication to customers 
must be honest and realistic with respect to the degree of quality that can be 
delivered. Intentionally misleading customers by making promises that cannot be kept 
is a guaranteed recipe for disaster. 

Of these four issues, having a thorough understanding of customer expectations is the 
most critical because it sets the stage for the entire quality improvement effort. Customer 
expectations are also vital to ensuring customer satisfaction. We will look more closely at 
customer expectations later in this chapter. 

Understanding the Role of Value 

Earlier, we stated that quality is a necessary, but insufficient, condition of effective cus¬ 
tomer relationship management. By this we mean that exceptionally high product quality 
is of little use to the firm or its customers if the customers cannot afford to pay for it or 
if the product is too difficult to obtain. In the context of utility (want satisfaction), 
sacrificing time, place, possession, and psychological utility for the sake of form utility 
may win product design awards, but it will not always win customers. 

Value is critical to maintaining long-term customer relationships because it allows for 
the necessary balance among the five types of utility and the elements of the marketing 
program. As a guiding principle of marketing strategy, value is quite useful because it 
includes the concept of quality, but is broader in scope. It takes into account every 
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marketing program element and can be used to consider explicitly customer perceptions 
of the marketing program in the strategy development process. Value can also be used as 
a means of organizing the internal aspects of marketing strategy development. 

In Chapter 6, we defined value as a customer’s subjective evaluation of benefits rela¬ 
tive to costs to determine the worth of a firm’s product offering relative to other product 
offerings. To see how each marketing program element is related to value, we need to 
break down customer benefits and costs into their component parts, as shown below 
and in Exhibit 10.5: 


Perceived Value = 


(Core Product Quality + Supplemental Product Quality + Experiential Qualityj 
(Monetary Costs + Nonmonetary Costs) 


EXHIBIT 10.' Connections Between Value and the Marketing Program 



Marketing Program Elements 


Value Components 

Product Strategy 

Pricing Strategy 

Distribution Strategy 

IMC Strategy 

Core Product 

Product features 

Image 

Availability 

Image 

Quality 

Brand name 

Product design 

Quality 

Ease of use 

Warranties 

Guarantees 

Prestige 

Exclusivity 

Prestige 

Reputation 

Personal selling 

Supplemental 

Value-added features 

Financing 

Availability 

Friendliness of 

Product Quality 

Accessories 

Layaway 

Exclusivity 

employees 


Replacement parts 
Repair services 

Training 

Customer service 
Friendliness of 
employees 

Image 

Prestige 

Delivery 

Installation 

On-site training 

Personal selling 

Experiential Quality 

Entertainment 

Image 

Convenience 

Image 


Uniqueness 
Psychological benefits 

Prestige 

Retail atmosphere 

Retail decor 

24/7 availability 
Overnight delivery 

Prestige 

Reputation 

Personal selling 

Monetary 

Quality 

Selling price 

Delivery charges 

Image 

Transactional Costs 

Exclusive features 

Delivery charges 
Installation charges 
Taxes 

Licensing fees 
Registration fees 

Installation charges 
Taxes 

Prestige 

Reputation 

Personal selling 

Monetary Life 

Durability 

Maintenance costs 

Availability of 

Reputation 

Cycle Costs 

Reliability 

Product design 

Cost of consumables 
Repair costs 

Costs of replacement 
parts 

consumables 
Availability of 
replacement parts 

Speed of repairs 

Personal selling 

Nonmonetary Costs 

Durability 

Guarantees 

Convenience 

Reputation 


Reliability 

Minimize 
opportunity costs 

Return policy 

Wide availability 

24/7 access 

Reinforce purchase 
decision 
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Different buyers and target markets have varying perspectives on value. Although mon¬ 
etary cost is certainly a key issue, some buyers place greater importance on other elements 
of the value equation. To some, good value is about product quality. To these customers, 
the product element of the marketing program is the most crucial to achieving good value. 
To others, value hinges on the availability and quality of supplemental products. Here, the 
firm’s product, customer service, pricing, and distribution strategies come together to cre¬ 
ate value. For other buyers, good value is all about convenience. These customers place 
greater emphasis on distribution issues such as wide product availability, multiple loca¬ 
tions, 24/7 access, or even home delivery to achieve good value. The relationships among 
marketing program elements must constantly be managed to deliver good value to custo¬ 
mers. It is important for managers to remember that any change in one program element 
will have repercussions for value throughout the entire marketing program. 

Core Product, Supplemental Product, and Experiential Quality The relation¬ 
ship between quality and value is most apparent in the quality of the customer benefits 
depicted in the top portion of the value equation. Here, good value depends on a holistic 
assessment of the quality of the core product, supplemental products, and experiential attri¬ 
butes. Although each can be judged independently, most customers look at the collective 
benefits provided by the firm in their assessments of value. Consequently, firms are able to 
create unique combinations of core, supplemental, and experiential benefits that help drive 
value perceptions. Consider a hotel stay at the Hyatt versus Motel 6. Despite their obvious 
differences, both can deliver the same value to different customers at different points in time. 
The Hyatt may offer better form utility and cache, but Motel 6 may be less expensive and 
closer to attractions. The overall perception of value is driven by customer needs, expecta¬ 
tions, and the sacrifices required in obtaining the benefits provided by each firm. 

Monetary and Nonmonetary Costs Customer costs include anything that the cus¬ 
tomer must give up to obtain the benefits provided by the firm. The most obvious cost is 
the monetary cost of the product, which comes in two forms: transactional costs and life 
cycle costs. Transactional costs include the immediate financial outlay or commitment 
that must be made to purchase the product. Other than the purchase price of the prod¬ 
uct, examples of these costs include sales taxes, usage taxes, licensing fees, registration 
fees, and delivery or installation charges. For example, appliance or furniture retailers 
can increase value by offering free delivery or installation when their competitors charge 
for these services. Life cycle costs include any additional costs that customers will incur 
over the life of the product, such as the costs of consumable supplies, maintenance, and 
repairs. Hyundai and Kia, for example, offer long-term warranties on their cars, vans, 
and SUVs that significantly reduce life cycle costs for their customers. Product quality, 
warranties, and the availability of repair services all play into the equation when custo¬ 
mers judge monetary costs. Firms that have the capability to reduce transactional or life 
cycle costs can often provide a better value than their competitors. 

Nonmonetary costs are not quite as obvious as monetary costs, and customers 
sometimes ignore them. Two such costs include the time and effort customers expend 
to find and purchase goods and services. These costs are closely related to a firm’s dis¬ 
tribution activities. To reduce time and effort, the firm must increase product availabil¬ 
ity, thereby making it more convenient for customers to purchase the firm’s products. 
The growth in nonstore and electronic retailing is a direct result of firms taking steps 
to reduce the time and effort required to purchase their products, thereby reducing 
customers’ nonmonetary costs. The sheer number of products that customers can 
have delivered directly to their homes is a testament to the growing importance of cus¬ 
tomers’ time. 
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Offering good basic warranties or extended warranties for an additional charge can 
reduce risk, another nonmonetary cost. Retailers reduce risk by maintaining liberal return 
and exchange policies. Personal safety and security risks come into play when customers 
purchase products that are potentially dangerous. Common examples include tobacco pro¬ 
ducts, alcohol, firearms, and exotic products like skydiving, bungee jumping, and dan¬ 
gerous pets. The final nonmonetary cost, opportunity costs, is harder for the firm to 
control. Customers incur opportunity costs because they forgo alternative products in 
making a purchase. Some firms attempt to reduce opportunity costs by promoting 
their products as being the best or by promising good service after the sale. To antici¬ 
pate opportunity costs, marketers must consider all potential competitors, including 
total budget competitors that offer customers alternatives for spending their money. 


Competing on Value 

After breaking down value into its component parts, we can better understand how a 
firm’s marketing strategy can be designed to optimize customer value. By altering each 
element of the marketing program, the firm can enhance value by increasing core, sup¬ 
plemental, or experiential quality and/or reducing monetary or nonmonetary costs. This 
effort must be based on a thorough understanding of customers’ needs and wants, as 
well as an appreciation for how the firm’s customers define value. 

In consumer markets, retailers offer good examples of how value can be delivered by 
altering one or more parts of the value equation. Convenience stores offer value to cus¬ 
tomers by reducing nonmonetary costs (time and effort) and increasing monetary prices. 
These high-priced (in dollars) stores stay in business because customers value their time 
and effort more than money in many situations. Online retailers offer a similar mix of 
value by reducing time and effort costs, and in some cases by reducing monetary costs 
through free shipping or by not collecting sales taxes. Customers who want the best 
quality may be willing to spend large sums of money and/or spend more time searching 
because they consider their nonmonetary costs to be less important. These consumers 
are likely to shop at retailers such as Macy’s, Nordstrom, or Saks rather than discount 
chains. Finally, specialty stores, like Victoria’s Secret or Banana Republic, offer an attrac¬ 
tive mix of value in terms of quality clothing, fashionable styling, excellent service, and 
attractive decor, albeit at higher monetary prices. 

Those in business markets often define value in terms of product specifications, avail¬ 
ability, and conformity to a delivery schedule, rather than in terms of price or conve¬ 
nience. Business customers must ensure that the products purchased will work right the 
first time, with minimal disruption to ongoing operations. In some cases, products have 
value not only because of their features or quality, but because the buying firm has a 
long-standing relationship with the supplying firm. Business buyers tend to become 
loyal to suppliers that consistently meet their expectations, solve their problems, and 
cause them no headaches. All of this is not to say that monetary considerations are not 
important. In fact, unlike most consumers, business buyers are keenly aware of total 
transactional and life cycle costs as they seek to reduce the total lifetime expenditure 
associated with a particular purchase. Business customers will quite often pay more in 
up-front costs if the total lifetime cost can be reduced. 

Obviously, different market segments will have different perceptions of good value. 
The key is for the marketer to understand the different value requirements of each seg¬ 
ment and adapt the marketing program accordingly. From a strategic perspective, it is 
important to remember that each marketing program element is vital to delivering 
value. Strategic decisions about one element alone can change perceived value for better 
or worse. If a decision lowers overall value, the firm should consider modifying other 
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marketing program elements to offset this decrease. For example, an increase in price 
may have to be offset by an increase in customer benefits to maintain the value ratio. 

Customer Satisfaction: The Key to Customer 
Retention 

In the final part of this chapter, we look at customer satisfaction and the role it plays in 
maintaining long-term customer relationships. To maintain and manage customer satisfac¬ 
tion from a strategic point of view, managers must understand customer expectations and 
the differences between satisfaction, quality, and value. They must also make customer sat¬ 
isfaction measurement a long-term, continuous commitment of the entire organization. 

Understanding Customer Expectations 

Although customer satisfaction can be conceived in a number of ways, it is typically 
defined as the degree to which a product meets or exceeds the customer’s expectations 
about that product. Obviously, the key to this definition lies in understanding customer 
expectations and how they are formed. Marketing researchers have discovered that 
customers can hold many different types of expectations as shown in Exhibit 10.6. 
Customer expectations can vary based on the situation. For example, expectations are 
likely to be very high (i.e., closer to the ideal end of the range) in situations where 
personal needs are very high. In highly involving situations such as weddings, birthdays, 
or funerals, customers will demand a great deal from the firm. Expectations also tend to 
be higher when customers have many alternatives for meeting their needs. This connec¬ 
tion between expectations and alternatives is one reason that serving customers in highly 
commoditized markets is so challenging. Other situations can cause customer expecta¬ 
tions to be lower (i.e., closer to the tolerable end of the range), such as when the pur¬ 
chase is not involving, or when the monetary or nonmonetary prices are low. 


EXHIBIT 10.6 Range of Customer Expectations 



Type of Expectation Descriptive Example Typical Situations 


Expectation Range 


Ideal Expectations 


Normative 

Expectations 

Experience-Based 

Expectations 

Minimum Tolerable 
Expectations 


“Everyone says this is the best MP3 
player on the market. I want to get 
my sister something special for her 
birthday.” 

“As expensive as this MP3 player is, 
it ought to hold a lot of music and come 
with several included accessories.” 

“I bought this brand of MP3 player 
last time and it served me very well.” 

“I know it’s not the best MP3 player 
out there. I only bought it because it 
was inexpensive.” 


Highly involving purchases 
Special occasions 
Unique events 

Shopping comparisons 
Value judgments 

Frequent purchase 
situations 
Brand loyalty 
Price-driven purchases 
Low-involvement purchases 


High (Desired) 


Low (Adequate) 


Sources: Adapted from James H. Myers, Measuring Customer Satisfaction (Chicago: American Marketing Association, 1999); and Valarie A. Zeithaml, 
Leonard L. Berry, and A. Parasuraman, “The Nature of Determinants of Customer Expectations of Service,” Journal of the Academy of Marketing Science, 
21 (January 1993), pp. 1-12. 
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Customers can also become more tolerable of weak or poor performance when they have 
fewer product alternatives, or when the poor performance is beyond the control of the 
firm (e.g., bad weather, excessively high demand, natural disasters). 

The Zone of Tolerance The difference between the upper and lower end of the range 
of possible customer expectations is an important strategic consideration in managing 
customer satisfaction. Marketers often refer to the upper end of expectations as desired 
performance expectations (what customers want) and the lower end of the range as ade¬ 
quate performance expectations (what customers are willing to accept). As shown in 
Exhibit 10.7, the extent of the difference between desired and adequate performance is 
called the zone of tolerance. 10 The width of the zone of tolerance represents the degree 
to which customers recognize and are willing to accept variability in performance (i.e., 
quality, value, or some other measurable aspect of the marketing program). Performance 
can fall above the zone of tolerance, within the zone of tolerance, or below it: 

Customer delight —occurs when actual performance exceeds the desired performance 
expectation. This level of performance is rare and quite surprising when it occurs. 
Therefore, customers find it to be memorable. 


10.7 The Zone of Tolerance 


Customer Delight 

(Performance Exceeds Desired 
Expectations) 


Marketing 

Performance 


Desired Expectations 


Adequate Expectations 


Typical Zone of Tolerance 
(Performance Factors of 
Average Importance) 


Customer Satisfaction 

(Performance within Zone of 
Tolerance) 


Desired Expectations 


Marketing 

Performance 


Adequate Expectations 


Wide Zone of Tolerance 
(Performance Factors of Less 
Importance) 


Customer Dissatisfaction 

(Performance Falls Below 
Adequate Expectations) 


Desired Expectations 


Adequate Expectations 


Marketing 

Performance 


Narrow Zone of Tolerance 
(Performance Factors of 
Highest Importance) 
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Customer satisfaction—occurs when actual performance falls within the zone of 
tolerance. Satisfaction levels vary based on where performance falls within the zone 
(high or low). 

Customer dissatisfaction—occurs when actual performance falls below the adequate 
performance expectation. Depending upon the severity of the performance level, 
customers may go beyond dissatisfaction to become frustrated or even angry. This too 
can be very memorable for customers. 

We addressed these three issues in Chapter 5 as being a consequence of the buying 
process. Now, with the marketing plan developed and implemented, we can think of 
these issues in a strategic sense by considering the zone of tolerance as a moving target. 
If the zone is narrow, the difference between what customers want and what they are 
willing to accept is also narrow. This means that the marketer will have a relatively 
more difficult time matching performance to customer expectations. Hence, customer 
satisfaction is harder to achieve when the zone of tolerance is narrow. Conversely, cus¬ 
tomer satisfaction is relatively easier to achieve when the zone of tolerance is wide. In 
these instances, the marketer’s hurdle is lower and the satisfaction targets are easier to 
hit. Delighting the customer by exceeding desired expectations is an exceedingly difficult 
task for any marketer. And, causing customer dissatisfaction by failing to meet even ade¬ 
quate expectations is a situation that should be avoided at all times. 

Customers will typically hold different expectation levels and zones of tolerance for dif¬ 
ferent factors of performance. In a restaurant, for example, customers might have a narrow 
zone of tolerance for food quality, an even narrower zone of tolerance for service quality, 
an average zone of tolerance for wait time, and a relatively wide zone of tolerance for 
cleanliness. From the marketer’s point of view, two issues are important. First, the firm 
must clearly understand the relevant performance factors about which customers will 
hold performance expectations. Customers can have expectations for just about anything, 
though there are typically only a few factors that are critical for most customers. Many 
firms look first at factors dealing with product strategy; however, critical performance fac¬ 
tors can cut across the entire marketing program. Second, the firm must track expectations 
and performance over time. Tracking performance levels vis-a-vis expectations and the 
zone of tolerance is a useful diagnostic tool for both strategic planning and the manage¬ 
ment of customer satisfaction. The approach is also useful for tracking the effectiveness 
of performance improvements, and in assessing the performance of new goods or services. 
In the end, tracking both expectations and performance is an important way to ensure that 
customer satisfaction remains stable or improves over time. Declining customer satisfac¬ 
tion suggests a need for immediate corrective action. 

Managing Customer Expectations Many marketers ask two key questions as they 
work toward managing customer expectations: (1) Why are customer expectations unre¬ 
alistic? and (2) Should we strive to delight our customers by consistently exceeding their 
desired expectations? Although it is true that customers are more demanding today than 
ever (especially American consumers), their expectations are typically not that unrealis¬ 
tic. Most customers are looking for the basics of performance—things that a firm is sup¬ 
posed to do or has promised to do. 11 For example, flights should take off and land on 
time, meals in a restaurant should taste good and be prepared as ordered, new cars 
should be hassle free throughout the warranty period, and your soft drink should be 
cold and fresh. On these and other basic factors of performance, it is essentially impossi¬ 
ble for the firm to exceed customer expectations. These basic factors represent the bare 
minimum: If the firm wants to exceed expectations, it has to go above and beyond the 
call of duty. Beyond the Pages 10.3 explains how exceeding customer expectations is an 
important component of customer loyalty. 
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Beyond the Pages 10.3 

Satisfied, But Not Loyal 12 


Generally speaking, American consumers are a satis¬ 
fied lot. At least that's what survey after survey reveals. 
Sure there are ups and downs, and some industries or 
firms fair better than others, but the general tendency 
is a positive one. Despite this good news, however, a 
recent survey indicated that roughly 30 percent of sat¬ 
isfied customers would switch to a new company if 
given a good reason to do so. This begs the question: 
Why will satisfied customers leave a firm for a compet¬ 
itor? The answer is that customer satisfaction is not the 
same thing as customer loyalty. 

Customer satisfaction by itself tells a firm very lit¬ 
tle about where it stands with customers. There are 
two issues at work: relative satisfaction and customer 
expectations. Relative satisfaction tells a firm where it 
ranks against the competition. For example. Outback 
Steakhouse's satisfaction rating of 81 says little about 
the firm and its products until that score is compared 
with Red Lobster (83), Olive Garden (80), Applebee's 
(77), and Chili's (76). Similarly, Apple might consider 
its most recent satisfaction score of 83 to be some¬ 
what low until that score is compared to LG (75), 
Nokia (75), Motorola (73), Samsung (71), and RIM 
(Blackberry) (69). Comparisons like these are impor¬ 
tant because customers make similar comparisons 
when making purchase decisions. A customer may 
be satisfied with a specific product or company, but 
will switch if they believe they will be better satisfied 
(via higher quality, a better user experience, or a bet¬ 
ter value) by another firm. For this reason, satisfied 
customers are not necessarily loyal customers. 

To increase loyalty, firms must look at the second 
issue: customer expectations. Customer expectations 
are key because they serve as the anchor points for 
customer satisfaction. Research suggests that firms 
that simply meet customer expectations do little to cre¬ 
ate loyalty. Thus, while customers may have no com¬ 
plaints, the firm's products probably do not stand out 
in any meaningful way. In other words, loyalty comes 
from providing products that exceed customer expec¬ 
tations. Loyalty can be especially strong in situations 
where customers believe the firm's performance is 
better than can be expected from a competitor. In this 
situation, the customer has little incentive to switch. 

Most firms do a good job of tracking customer sat¬ 
isfaction over time. Flowever, many do a rather poor 


job in tracking customer expectations. A recent survey 
found that 47 percent of customers believe that com¬ 
pany executives do not understand their expectations 
or what they experience in day-to-day contact with 
their firms. Another 41 percent don't believe that com¬ 
panies take their complaints seriously. Further, half of 
customers who do complain will leave the firm if their 
complaints are not resolved. The other half may stay, 
but they spread negative word-of-mouth either in per¬ 
son or via online forums. Across all industries, 17 per¬ 
cent of customer interactions result in a lost customer. 

As we have seen, to promote genuine loyalty to 
the firm, executives must have a full understanding 
of their customers' expectations. Then, the firm must 
set out to deliver on those expectations and create 
value beyond the norm for the industry. Some tips 
on how to make this happen include: 

Seek Out Negative Feedback. In addition to carefully 
considering customer complaints, firms must look 
outside to gather information from dissatisfied 
customers who do not complain. This can be done 
via websites, blogs, message boards, and third- 
party rating services. 

Manage from the Outside In. This involves leveraging 
customer information (both positive and negative) to 
improve business practices. Firms must take what 
customers tell them and use it to improve the customer 
experience. 

Recognize That One Size Does Not Fit All. Different 
customers have different preferred avenues to meeting 
their expectations. For example, some customers 
prefer high automation, or even self-service, with 
respect to the customer experience. Young customers 
are a good example. Others prefer a personal, 
customized experience. Older customers, for instance, 
prefer to bank with live tellers than use automation. 

Put Service Over Personalization. The majority of 
customers—78 percent—place more importance on 
good service than personalized service. This 
means that firms must be able to address cus¬ 
tomers' needs on the first try. Simply knowing 
the customer's name is not enough. 

Research shows that about 33 percent of a firm's 
customers feel loyal to the firm and show their loyalty 
by making most of their purchases in a category with 

continued 
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the firm. Unfortunately, the same research shows that 
only 20 percent of the firm's customers are profitable, 
and that most of the company's profitable customers 
are not loyal. To get past this enigma, executives 
must ask three questions about their customers: (1) 
Which loyal customers are good for our business? 


(2) How do we retain these customers? and (3) How 
do we get more customers like them? Customers 
who do not meet this profile are simply not worth 
having as customers. In the end, most executives 
will discover that even some of their most satisfied 
and loyal customers are not worth the effort. 


The second question about delighting the customer is a bit more controversial. Firms 
should always strive to exceed adequate expectations. After all, this is the basic delinea¬ 
tion between satisfaction and dissatisfaction. The tougher question is whether the firm 
should try to exceed desired expectations. The answer depends on several issues. One is 
the time and expense involved in delighting customers. If delighting a customer does not 
translate into stronger customer loyalty or long-term customer retention, then it is not 
likely to be worth the effort. It may also not be a good investment if delighting one cus¬ 
tomer lowers performance for other customers. Another issue is whether continually 
delighting customers raises their expectations over time. To be effective, customer delight 
should be both surprising and rare, not a daily event. Firms should look for small ways 
to delight customers without elevating expectations beyond what can reasonably be 
delivered. Finally, the firm must be aware of whether its initiatives to delight the cus¬ 
tomer can be copied by competitors. If customer delight is easily copied, it ceases to be 
a key means of differentiation for the firm. 

Satisfaction versus Quality versus Value 

Now that we better understand customer expectations, let’s look at how satisfaction differs 
from quality and value. The answer is not so obvious because the concepts overlap to some 
extent. Since customer satisfaction is defined relative to customer expectations, it becomes 
difficult to separate satisfaction from quality and value because customers can hold expec¬ 
tations about quality or value or both. In fact, customers can hold expectations about any 
part of the product offering, including seemingly minor issues such as parking availability, 
crowding, or room temperature in addition to major issues like quality and value. 
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To solve this dilemma, think of each concept not in terms of what it is, but in terms of its 
size. The most narrowly defined concept is quality, which customers judge on an attribute- 
by-attribute basis. Consider a meal at a restaurant. The quality of that meal stems from 
specific attributes: the quality of the food, the drink, the atmosphere, and the service are each 
important. We could even go so far as to judge the quality of the ingredients in the food. In 
fact, many restaurants, like Ruth’s Chris Steakhouse, promote themselves based on the 
quality of their ingredients. When the customer considers the broader issue of value, they 
begin to include things other than quality: the price of the meal, the time and effort required 
getting to the restaurant, parking availability, and opportunity costs. In this case, even the 
best meal in a great restaurant can be viewed as a poor value if the price is too high in terms of 
monetary or nonmonetary costs. 

When a customer considers satisfaction, he or she will typically respond based on his or 
her expectations of the item in question. If the quality of the food is not what the customer 
expected, then the customer will be dissatisfied with the food. Similarly, if the value of the 
meal is not what the customer expected, the customer will be dissatisfied with the value. 
Note that these are independent judgments. It is entirely possible for a customer to be sat¬ 
isfied with the quality of the meal, but dissatisfied with its value. The opposite is also true. 

However, most customers do not make independent judgments about satisfaction. 
Instead, customers generally think of satisfaction based on the totality of their experience 
without overtly considering issues like quality or value. We are not saying that customers 
do not judge quality or value. Rather, we are saying that customers think of satisfaction 
in more abstract terms than they do quality or value. This happens because customers’ 
expectations—hence their satisfaction—can be based on any number of factors, even fac¬ 
tors that have nothing to do with quality or value. Continuing with our restaurant exam¬ 
ple, it is entirely possible for a customer to receive the absolute best quality and value, yet 
still be dissatisfied with the experience. The weather, other customers, a bad date, and a 
bad mood are just a few examples of non-quality and non-value factors that can affect 
customers’ expectations and cloud their satisfaction judgments. 

Customer Satisfaction and Customer Retention 

Customer satisfaction is the key to customer retention. Fully satisfied customers are 
more likely to become loyal customers, or even advocates for the firm and its products. 
Satisfied customers are less likely to explore alternative suppliers and they are less price 
sensitive. Therefore, satisfied customers are less likely to switch to competitors. Satisfied 
customers are also more likely to spread positive word-of-mouth about the firm and its 
products. However, the way that customers think about satisfaction creates some inter¬ 
esting challenges for marketers. It is one thing to strive for the best in terms of quality 
and value, but how can a firm control the uncontrollable factors that affect customer 
satisfaction? Certainly, marketers cannot control the weather or the fact that their custo¬ 
mers are in a bad mood. However, there are several things that marketers can do manage 
customer satisfaction and leverage it in their marketing efforts: 

Understand What Can Go Wrong. Managers, particularly those on the frontline, 
must understand that an endless number of things can and will go wrong in 
meeting customers’ expectations. Even the best strategies will not work in the face 
of customers who are in a bad mood. Although some factors are simply 
uncontrollable, managers should be aware of these factors and be ready to 
respond if possible. 

Focus on Controllable Issues. The key is to keep an eye on the uncontrollable 
factors, but focus more on things that can be controlled. Core product quality, 
customer service, atmosphere, experiences, pricing, convenience, distribution, and 
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promotion must all be managed in an effort to increase share of customer and 
maintain loyal relationships. It is especially important that the core product be of high 
quality. Without that, the firm stands little chance of creating customer satisfaction or 
long-term customer relationships. 

Manage Customer Expectations. As we have seen, managing customer expectations 
is more than promising only what you can deliver. To manage expectations well, the 
firm must educate customers on how to be satisfied by the firm and its products. 
These efforts can include in-depth product training, educating customers on how to 
get the best service from the company, telling customers about product availability 
and delivery schedules, and giving customers tips and hints for improving quality and 
service. For example, the U.S. Postal Service routinely reminds customers to mail early 
during the busy holiday season in November and December. This simple reminder is 
valuable in managing customers’ expectations regarding mail delivery times. 

Offer Satisfaction Guarantees. Companies that care about customer satisfaction 
back up their offerings by guaranteeing customer satisfaction or product quality. 
Exhibit 10.8 provides several examples of customer satisfaction guarantees. 
Guarantees offer a number of benefits. For the firm, a guarantee can serve as a 


EXHIBIT 10.8 Examples of Customer Satisfaction Guarantees 


Hampton Inn 


Friendly Service, clean rooms, comfortable surroundings, every time. If you’re not satisfied, we don’t expect you to 
pay. That’s our commitment & your guarantee. That’s 100% Hampton. 


L.L.Bean 

Our products are guaranteed to give 100% satisfaction in every way. Return anything purchased from us at any time if it 
proves otherwise. We do not want you to have anything from L.L.Bean that is not completely satisfactory. 

FedEx Express 

FedEx offers a money-back guarantee for every U.S. shipment. You may request a refund or credit of your shipping 
charges if we miss our published (or quoted, as in the case of FedEx SameDay*) delivery time by even 60 seconds. This 
guarantee applies to all U.S. shipments, commercial and residential, to all 50 states. 


Xerox 

If you are not totally satisfied with any Xerox-brand Equipment delivered under this Agreement, Xerox will, at your 
request, replace it without charge with an identical model or, at Xerox’s option, with Xerox Equipment with comparable 
features and capabilities. This Guarantee applies only to Xerox-brand Equipment that has been continuously maintained 
by Xerox under this Agreement or a Xerox maintenance agreement. 


Midas 

Purchase a Midas lifetime guaranteed muffler, brake pads or shoes, shocks or struts and you will never, ever need to buy 
a replacement part as long as you own your car. 


Eddie Bauer 

Every item we sell will give you complete satisfaction or you may return it for a full refund. 


Publix Supermarkets 

The philosophy of pleasing our customers was established from the beginning by our founder, George W. Jenkins. The 
purpose of his guarantee remains to satisfy the customer: “We will never knowingly disappoint you. If for any reason 
your purchase does not give you complete satisfaction, the full purchase price will be cheerfully refunded immediately 
upon request.” 
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corporate vision, creed, or goal that all employees can strive to meet. A good 
guarantee is also a viable marketing tool that can be used to differentiate the firm’s 
product offering. For customers, guarantees reduce the risk of buying from the firm 
and give the customer a point of leverage if they have a complaint. 

Make It Easy for Customers to Complain. Over 90 percent of dissatisfied customers 
never complain—they just go elsewhere to meet their needs. To counter this customer 
defection, marketers must make it easy for customers to complain. Whether by mail, 
phone, email, or in person, firms that care about customer satisfaction will make 
customer complaints an important part of their ongoing research efforts. However, 
tracking complaints is not enough. The firm must also be willing to listen and act to 
rectify customers’ problems. Complaining customers are much more likely to buy 
again if the firm handles their complaints effectively and swiftly. 

Create Relationship Programs. As we discussed earlier, firms can use relationship 
strategies to increase customer loyalty. Today, loyalty or membership programs are 
everywhere: banks, restaurants, supermarkets, and even bookstores. The idea behind 
all of these programs is to create financial, social, customization, and/or structural 
bonds that link customers to the firm. 

Make Customer Satisfaction Measurement an Ongoing Priority. If you don’t know 
what customers want, need, or expect, everything else is a waste of time. A 
permanent, ongoing program to measure customer satisfaction is one of the most 
important foundations of customer relationship management. 


Customer Satisfaction Measurement 

There are a number of different methods for measuring customer satisfaction. The 
simplest method involves the direct measurement of performance across various fac¬ 
tors using simple rating scales. For example, a customer might be asked to rate the 
quality of housekeeping services in a hotel using a 10-point scale from ranging from 
poor to excellent. While this method is simple and allows the firm to track satisfac¬ 
tion, it is not diagnostic in the sense that it permits the firm to determine how satis¬ 
faction varies over time. To do this, the firm can measure both expectations and 
performance at the same time. Exhibit 10.9 illustrates how this might be done for a 
hypothetical health club. 

The ongoing measurement of customer satisfaction has changed dramatically over 
the last decade. Although most firms track their customer satisfaction ratings over 
time, firms that are serious about customer relationship management have adopted 
more robust means of tracking satisfaction based on actual customer behavior. 
Advances in technology, which allow firms to track the behaviors of individual cus¬ 
tomers over time, provide the basis for these new metrics. Some of these new metrics 
include: 13 

Lifetime Value of a Customer (LTV). The net present value of the revenue stream 
generated by a specific customer over a period of time. LTV recognizes that some 
customers are worth more than others. Companies can better leverage their customer 
satisfaction programs by focusing on valuable customers and giving poor service or 
charging hefty fees to customers with low LTV profiles to encourage them to leave. 
Average Order Value (AOV). A customer’s purchase dollars divided by the number 
of orders over a period of time. The AOV will increase over time as customer 
satisfaction increases and customers become more loyal. E-commerce companies use 
AOV quite often to pinpoint customers that need extra incentives or reminders to 
stimulate purchases. 
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EXHIBIT Measuring Expectations and Performance for a Hypothetical Health Club 




The Lowest Adequate 
Level of Service I 
Expect Is: 

The Highest Desired 
Level of Service I 
Expect Is: 

The Actual 

Performance of 

This Health Club Is: 

When it comes to.... 

Low High 

Low High 

Low High 

The quality and variety of exercise equipment 
provided 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

The amount of time I have to wait for a 
specific piece of exercise equipment 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

The quality and variety of exercise classes 
offered 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

The availability of specific exercise classes 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

The availability of facilities, such as 
racquetball or basketball courts, the running 
track, or the pool 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

Having a clean, attractive, and inviting facility 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

Having a comfortable atmosphere 
(temperature, lighting, music) 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

The overall helpfulness and friendliness of the 
staff 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

Having convenient hours of operation 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 

Having plenty of available parking 

1 2 3 4 5 

1 2 3 4 5 

1 2 3 4 5 


Customer Acquisition/Retention Costs. It is typically less expensive to retain current 
customers than to acquire new customers. As long as this holds true, a company is better 
off keeping its current customers satisfied. 

Customer Conversion Rate. The percentage of visitors or potential customers that 
actually buy. Low conversion rates are not necessarily a cause for concern if the 
number of prospects is high. 

Customer Retention Rate. The percentage of customers who are repeat purchasers. 
This number should remain stable or increase over time. A declining retention rate is 
a cause for immediate concern. 

Customer Attrition Rate. The percentage of customers who do not repurchase 
(sometimes called the churn rate). This number should remain stable or decline over 
time. An increasing attrition rate is a cause for immediate concern. 

Customer Recovery Rate. The percentage of customers who leave the firm 
(through attrition) that can be lured back using various offers or incentives. 
Companies that sell products via subscriptions (e.g., record and movie clubs, 
magazines, satellite radio or television) frequently offer special incentives to lure 
back former customers. 

Referrals. Dollars generated from customers referred to the firm by current 
customers. A declining referral rate is a cause for concern. 

Social Communication. Companies can track satisfaction by monitoring customers’ 
online commentary. The number of blogs, newsgroups, chat rooms, and general 
websites where customers praise and complain about companies is staggering. 
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Firms also have another research method at their disposal: the focus group. Long used as 
a means of understanding customer requirements during product development, companies 
use focus groups more often to measure customer satisfaction. Focus groups allow firms to 
more fully explore the subdeties of satisfaction, including its emotional and psychological 
underpinnings. By better understanding the roots of customer satisfaction, marketers should 
be better able to develop marketing strategies that can meet customers’ needs. 


Lessons from Chapter 10 

The “right” marketing strategy: 

is not necessarily about creating a large number of customer 
transactions in order to maximize market share, 
is one that attracts and retains customers over the long 
term. 

considers customers’ needs, wants, and expectations in 
order to ensure customer satisfaction and customer 
retention. 

develops long-term relationships with customers in order 
to insulate the firm against competitive inroads and the 
rapid pace of environmental change. 

Customer relationship management: 

requires that firms look beyond current transactions to 
examine the long-term potential of a customer, 
is based on creating mutually beneficial relationships 
where each party provides value to the other party, 
is a business philosophy aimed at defining and increasing 
customer value in ways that motivate customers to remain 
loyal to the firm. 

is about retaining the right customers. 

involves a number of stakeholders in addition to 

customers including employees, supply chain partners, 

and external stakeholders such as government agencies, 

investors, the media, nonprofits, and facilitating firms. 

shifts the firm’s marketing emphasis from “acquiring 

customers” to “maintaining clients.” 

involves the creation of relationship capital—the ability to 

build and maintain relationships with customers, 

suppliers, and partners based on trust, commitment, 

cooperation, and interdependence. 

CRM in consumer markets: 

is a long-term process with the goal of moving consumers 
through a series of stages ranging from simple awareness, 
through levels of increasing relationship intensity, to the 
point where consumers become true advocates for the 
firm and its products. 

attempts to go beyond the creation of satisfied and loyal 
customers to create true believers and sponsors for the 
company. 

is usually based on strategies that increase share of 
customer rather than market share. 


abandons old notions of acquiring new customers and 
increasing transactions to focus more on fully serving 
the needs of current customers. 

is based on the precept that all customers have different 
needs; therefore, not all customers have equal value to the 
firm. 

involves estimating the worth of individual customers to 
express their lifetime value (LTV) to the firm. Some 
customers are simply too expensive to keep given the 
low level of profits they generate. 

not only involves strategies to retain top-tier customers; it 
also involves finding ways to encourage second-tier 
customers to be even better customers, 
involves the use of four types of relationship strategies: 
financial incentives, social bonding, enhanced custo¬ 
mization, and structural bonding. 

CRM in business markets: 

also involves moving buyers through a sequence of stages, 
where each stage represents an increasing level of 
relationship intensity. 

is based more on creating structural bonds with customers 
or supply-chain partners. 

creates win-win scenarios where both parties build 
relationship capital; one firm maintains a loyal and 
committed customer, the other maintains a loyal and 
committed supplier. 

is typically more involving, more complex, and much 
riskier due to the nature of business buying, the 
presence of long-term contractual obligations, and the 
sheer dollars involved in many business purchases, 
leads to many changes in the way that companies conduct 
business, including a change in buyers’ and sellers’ roles; 
as well as increases in sole sourcing, global sourcing, 
team-based buying decisions, and productivity through 
better integration of operations. 

As one of the keys to customer relationship manage¬ 
ment, quality: 

is a relative term that refers to the degree of superiority of 
a firm’s goods or services. 

is a double-edged sword: good quality can successfully 
generate first-time transactions, but poor quality 
guarantees that repeat purchases will not occur. 
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is not an automatic guarantee of success—it is a necessary 
but insufficient condition of customer relationship 
management. 

is affected by every element in the marketing program. 
However, the firm’s product and branding strategies are 
of utmost importance. 

depends heavily on the form utility offered by the core 
product. In service offerings, the core product is 
typically based on a combination of people, processes, 
and physical evidence. 

is often taken for granted in the core product because 
customers expect the core product to be of high quality, 
or at least at a level necessary to meet their needs, 
is critical in supplemental products that add value to the 
core product. In most cases, these supplemental products, 
not the core product, are responsible for product 
differentiation. 

is often found in the symbolic and experiential attributes 
of a product. Characteristics such as image, prestige, or 
brand have immense power in differentiating product 
offerings. 

is hard to maintain with regularity because: (1) customers 
have very high expectations about quality, (2) most 
products today compete in mature markets, and (3) 
many businesses compete in markets with very little real 
differentiation among product offerings, 
is difficult to continuously improve over time. Delivering 
superior quality involves understanding customers’ 
expectations, translating expectations into quality 
standards, upholding quality standards, and avoiding the 
tendency to overpromise. 

As one of the keys to customer relationship manage¬ 
ment, value: 

is critical to maintaining long-term customer relationships 
because it allows for the necessary balance among the five 
types of utility and the elements of the marketing 
program. 

is a useful guiding principle of marketing strategy because 
it takes into account every marketing program element 
and can be used to consider explicitly customer 
perceptions of the marketing program in the strategy 
development process. 

is defined as a customer’s subjective evaluation of benefits 
relative to costs to determine the worth of a firm’s 
product offering relative to other product offerings, 
breaks down into customer benefits (e.g., core product 
quality, supplemental product quality, experiential 
quality) and customer costs (monetary and nonmonetary 
costs). 

can vary across different situations or points in time 
depending on a customer’s expectations and needs, 
depends on much more than the selling price of a 
product. Value perceptions are also affected by 


transaction costs (taxes, fees, other charges), life-cycle 
costs (maintenance, repairs, consumables), and non¬ 
monetary costs (time, effort, risk, opportunity costs), 
can be altered by changing one or more parts of the 
marketing program. If a change lowers overall value, the 
firm should consider modifying other marketing program 
elements to offset this decrease. 

Customer expectations: 

are at the core of customer satisfaction, 
can be described as ideal (essentially perfect perfor¬ 
mance), normative (“should be” or “ought to be” per¬ 
formance), experience-based (based on past experiences), 
or minimum tolerable (lowest acceptable performance), 
can be examined strategically by considering the zone of 
tolerance between desired performance expectations and 
adequate performance expectations. The zone of 
tolerance represents the degree to which customers 
recognize and are willing to accept variability in 
performance. 

as measured against the zone of tolerance can lead to 
three outcomes: 

• customer delight—actual performance exceeds desired 
expectations 

• customer satisfaction—actual performance falls within 
the zone of tolerance 

• customer dissatisfaction—actual performance falls 
below adequate expectations 

are typically not unrealistic. Customers are looking for the 
basics of performance—things that the firm is supposed to 
do or has promised to do. 

can be increased over time if the firm is not mindful of its 
initiatives aimed at delighting customers on a continuous 
basis. 

Customer satisfaction: 

is defined as the degree to which a product meets or 
exceeds the customer’s expectations about that product, 
is typically judged by customers within the context of the 
total experience, not just with respect to quality and 
value. Customer satisfaction can also include any 
number of factors that have nothing to do with quality 
or value. 

is the key to customer retention. Fully satisfied customers 
are: 

• more likely to become loyal customers or even 
advocates for the firm; 

• less likely to explore alternative suppliers; 

• less price sensitive; 

• less likely to switch to competitors; 

• more likely to spread good word-of-mouth about the 
firm and its products. 
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creates some interesting challenges for marketers. Some of 

the steps that marketers can take to manage customer 

satisfaction include: 

• understand what can go wrong; 

• focus on controllable issues; 

• manage customer expectations; 

• offer satisfaction guarantees; 

• make it easy for customers to complain; 

• create relationship programs; 

• make customer satisfaction measurement an ongoing 
priority. 

Questions for Discussion 

1. One of the common uses of customer relationship 
management (CRM) in consumer markets is to 
rank customers on profitability or lifetime value 
measures. Highly profitable customers get special 
attention, while unprofitable customers get poor 
service or are often “fired.” What are the ethical 
and social issues involved in these practices? 
Could CRM be misused? How and why? 

2. Given the commoditized nature of many markets 
today, does customer relationship management— 
and its associated focus on quality, value, and 

Exercises 

1. Visit ltol Media ( .. Itolmedia.cor ) to learn 

more about customer relationship management. 
You can register for free access to useful tools, 
articles, discussions, and webinars about CRM 
and its use in a number of different industries. 

2. Think about all of the organizations with which 
you maintain an ongoing relationship (banks, doc¬ 
tors, schools, accountants, mechanics, etc.). Would 
you consider yourself to be unprofitable for any of 
these organizations? Why? How might each of 
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can be measured using simple rating scales to directly 
measure performance across various factors in the 
marketing program. 

can be tracked diagnostically by measuring both 
expectations and performance at the same time, 
is now tracked using a number of new metrics based on 
actual customer behavior, including lifetime value of a 
customer; average order value; customer acquisition/ 
retention costs; customer conversion, retention, attrition, 
and recovery rates; referrals; and social communication. 


satisfaction—make sense? If price is the only 
true means of differentiation in a commoditized 
market, why should a firm care about quality? 
Explain. 

3. Of the two types of customer expectations, adequate 
performance expectations fluctuate the most. Des¬ 
cribe situations that might cause adequate expecta¬ 
tions to increase, thereby narrowing the width of the 
zone of tolerance. What might a firm do in these 
situations to achieve its satisfaction targets? 


these organizations fire you as a customer? What 
would you do if they did? 

3. J.D. Power and Associates ( jdpower ) is a 
well-known research company specializing in the 
measurement of product quality and customer sat¬ 
isfaction. Explore their website to look at their cus¬ 
tomer satisfaction ratings for a number of 
industries. What role will third-party firms like 
J.D. Power play in the future given the increasing 
use of internal customer satisfaction metrics? 
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CASE 

USA Today. Innovation 
in an Evolving 
Industry* 


As the entire newspaper industry sits on the brink of collapse, Gannett and USA Today work 
to avoid disaster and transform the nation’s most read newspaper into tomorrow’s best 
resource for news and information. This case reviews the history of USA Today, including its 
continued use of innovation to stay on top of the technological and sociocultural shifts that 
are rapidly changing the newspaper industry. In the face of continual competition across a 
variety of media sources, the future of USA Today depends on its ability to continually push 
the envelope of innovation and offer value-added, proprietary content to ensure continued 
differentiation and the future of the USA Today brand. 

Product strategy, innovation, target marketing, distribution strategy, changing technology, 
changing sociocultural patterns, customer relationships, competition, differentiation, 
strategic focus, SWOT analysis 

SA Today, subtitled “The Nation’s Newspaper,” debuted in 1982 as America’s 

first national general-interest daily newspaper. The paper was the brainchild of 

Allen H. Neuharth, who until 1989 was Chairman of Gannett Co., Inc., a 
diversified international news, information, and communications company—now worth 
$4.7 billion. Gannett is a global information juggernaut that publishes 82 daily and 700 
nondaily newspapers and affiliated websites, operates 23 broadcast television stations 
reaching 18.2 percent of the U.S. population, and is engaged in marketing, commercial 
printing, newswire services, data services, news programming, information and search 
websites, and several other content delivery services. Gannett is currently the largest 
U.S. newspaper group in terms of circulation. Its newspapers, including USA Today, 
have a combined circulation of 11.6 million readers every weekday and 12 million 
readers every Sunday. Gannett’s total online audience is roughly 52 million unique 
visitors per month—nearly a quarter of the total U.S. Internet audience. 

When USA Today debuted in 1982, it achieved rapid success due to its innovative 
format. No other media source had considered a national newspaper written in shorter 
pieces and sprinkled with eye-catching, colorful photos, graphs, and charts. Designed to 
address the needs of a sound-byte generation, readers found USA Todays content 
refreshing and more engaging than other papers. Circulation grew rapidly from roughly 
350,000 in 1982 to approximately 5.9 million daily print and online readers today. USA 
Today remains the number one print newspaper, with over 1.8 million daily papers in 
circulation, and USA Today s website, USAToday.com, is one of the Internet’s top sites 


*Harper Baird, University of New Mexico, prepared the updated version of this case with assistance from 
Celeste Wood, Robyn Watson, and Kevin Mihaly, Florida State University. This case is intended for classroom 
discussion rather than to illustrate effective or ineffective handling of an administrative situation. 
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for news and information. However, as newspapers struggle to stay relevant amidst 
technical and cultural changes, USA Today must continue to deliver innovative content 
and continuously improve their marketing strategies. 


The History and Growth of USA Today 

In February 1980, Allen Neuharth met with “Project NN” task force members to discuss 
his vision for producing and marketing a unique nationally distributed daily newspaper. 
Satellite technology had recently solved the problem of limited geographical distribution, 
so Neuharth was ready to take advantage of two trends in the reading public: (1) an 
increasingly short attention span among a generation nurtured on television, and (2) a 
growing hunger for more information. Neuharth believed that readers faced a time 
crunch in a world where so much information is available, but there is so little time to 
absorb it. His vision for USA Today positioned the paper as an information source that 
would provide more news about more subjects in less time. 

Research suggested that USA Today should target achievement-oriented men in pro¬ 
fessional and managerial positions who were heavy newspaper readers and frequent tra¬ 
velers. While the New York Times targeted the nation’s intellectual elite, thinkers, and 
policy makers, and the Wall Street Journal targeted business leaders, USA Today was tar¬ 
geted to Middle America—young, well-educated Americans who were on the move and 
cared about current events. 

By early 1982, a team of news, advertising, and production personnel from the staffs 
of Gannett’s daily newspapers developed, edited, published, and tested several different 
prototypes. Gannett sent three different 40-page prototype versions of USA Today to 
almost 5,000 professional people. Along with each prototype, they sent readers a 
response card that asked what they liked best and least about the proposed paper, and 
whether they would buy it. Although the content of each prototype was similar, the lay¬ 
out and graphics presentations differed. For example, one prototype included a section 
called “Agenda” that included comics and a calendar of meetings to be held by various 
professional organizations. According to marketplace feedback, readers liked the proto¬ 
types. The Gannett Board of Directors unanimously approved the paper’s launch. On 
April 20, 1982, Gannett announced that the first copies of USA Today would be available 
in the Washington and Baltimore areas. 

USA Today Launches 

On September 15, 1982, 155,000 copies of the newspaper’s first edition hit the newsstands. 
On page one, founder Neuharth wrote a short summary of USA Todays mission state¬ 
ment, explaining that he wanted to make USA Today enlightening and enjoyable to the 
public, informative to national leaders, and attractive to advertisers. The first issue sold 
out. A little over a month following its debut, USA Todays circulation hit 362,879—double 
the original year-end projection. In April 1983, just seven months after its introduction, 
the newspaper’s circulation topped the 1 million mark. Case Exhibit 1.1 illustrates USA 
Todays growth in circulation over time. The typical reader turned out to be a professional, 
usually a manager, about 40 years old, well educated, with an income of about $60,000 a 
year. The typical reader was also a news or sports junkie. 

Compared to other newspapers, USA Today was truly unique. Designed for the TV 
generation, the paper was laid out for easy access and quick comprehension by time- 
pressed readers. Examples of this formatting included extensive use of briefs, columns, 
secondary headlines, subheads, breakouts, at-a-glance boxes, and informational graphics. 
These techniques captured the most salient points of a story and presented them in a 
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CASE EXHIBIT 1.1 


Growth in USA Today's Circulation 



Source: Based on information from “USA TODAY Timeline,” USA Today Media Kit (http://www.usatoday.com/marketing/media_kit/pressroom/ 
timeline.html), accessed July 10, 2012. 


format that readers appreciated. Gannett’s research had shown that readers got most of 
their information from such snippets and that they were just as interested in sports, 
movie reviews, and health information as they were in traditional news. Each issue pre¬ 
sented four sections: News, Money, Life, and Sports. The paper’s motto fit its design: “An 
economy of words. A wealth of information.” 

Because USA Today was untraditional, its critics were numerous and fierce. In their 
view, the paper was loaded with gimmicks—tight, short stories; no jumps from page to 
page, except for the cover story (stories that jump to another page are one of newspaper 
readers’ major complaints); splashy, colorful graphics everywhere; a distinctive, casual 
writing style; a colorful national weather map; a round-up of news items from each 
state, one paragraph each; summary boxes; little charts and statistics-laden sports cover¬ 
age; and a focus on celebrity and sports, with more detailed sports stories than almost 
any other paper in the nation. There was no foreign staff and little coverage of the 
world outside the United States. USA Today was quickly derided for its shallowness by 
journalists and labeled “McPaper”—junk-food journalism or the fast food of the newspa¬ 
per business—due to its terse, brash writing style and its short coverage of complex 
issues. Even within Gannett, Neuharth met with bitter resistance from some senior 
executives. Nevertheless, readers admired the paper for its focus on brevity and clarity, 
short sentences, and short words. 

Clearly, the newspaper filled a gap in the market, satisfying several unmet needs and 
wants. USA Todays success came from listening to its readers and giving them what they 
wanted. The paper communicates with readers on a personal level very quickly (many of 
the short, fact-filled stories are under 250 words), clearly, and directly, in an upbeat and 
positive way. The color is riveting and gives the paper a contemporary look, and so is the 
space-defying number of stories, factoids, larger than usual pictures, bar graphs, and 
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charts, all squeezed onto each page without seeming too crowded. Instead of confusion, 
readers get neatness and order. The paper’s dependably consistent organization enables 
readers to go directly to any one of USA Today’s major sections. As a result, it takes an 
average of only 25 minutes for a reader to peruse the paper. 

Marketing Program Innovation 

In spite of its critics, USA Today’s circulation surpassed 1.4 million by late 1985 as the 
paper expanded to 56 pages in length. The cover price had also increased to 50 cents, 
double its original price of 25 cents per issue. By this time, USA Today had become the 
second-largest paper in the country, with a circulation topped only by the Wall Street 
Journal. Although Neuharth had predicted that USA Today would quickly turn a profit, 
it took about five years to move into profitability, with the newspaper losing an esti¬ 
mated $600 million during its first decade. By 1993, however, USA Today’s profits were 
approximately $5 million. One year later profits doubled to about $10 million. 

During its early growth, the paper unearthed a class of newspaper readers few others 
had stumbled upon: the business traveler. Airline deregulation had led to a large general 
price decline for airline tickets, inducing a swell in business travel. On-the-road business 
travelers wished to keep abreast of both world and national news as well as what was 
going on in their home state and how their local sports teams were doing. USA Today 
rushed in to fill the void, but in doing so quickly entered direct competition with the 
Wall Street Journal. By this time, hard-line newspapers, including the New York Times, 
began adding color; shorter, more tightly written stories; and beefed up circulation cam¬ 
paigns to compete with “The Nation’s Newspaper.” The Wall Street Journal followed suit 
by introducing two new sections—Money & Investing and Marketplace—to broaden the 
paper’s coverage of media, marketing, technology, and personal investing. In the face of 
this competition, as well as an awareness of changing reader needs, USA Today 
responded through innovation of its own. 

Product Innovation To stay ahead of the imitative competition, USA Today decided 
to become a more serious newspaper with improved journalism. The shift from primarily 
soft news to hard news began with the space shuttle Challenger disaster in 1986. By 1991, 
editors began focusing much more sharply on hard news rather than soft features, and 
by 1994, under president and publisher Tom Curley, there was a massive drive to 
upgrade the paper to be a more serious, more responsible news-oriented product. 

Gannett also incorporated less traditional value-added features to keep readers inter¬ 
ested. The paper added 1-800 and 1-900 “hot-line” numbers that readers could call 
for expert information on financial planning, college admissions, minority business 
development, taxes, and other subjects. Thousands of readers responded to reader- 
opinion polls and write-in surveys on political and current event issues. Editorial pages 
were also redesigned to provide more room for guest columnists and to encourage 
debate. Gannett also initiated a high school “Academic All Star” program that was later 
expanded to include colleges and universities. The increasing ubiquity of the Internet in 
the late 1990s also resulted in some changes in content. For instance, the Money section 
began to focus more on technology issues and to look at business through an ecommerce 
perspective. 

The first major redesign in USA Today’s history occurred in 2000 as the paper moved 
from a 54-inch to a 50-inch width. The goal of the redesign was to make the paper easier 
to read and cleaner in design. The pages were slimmer and easier to handle, especially in 
tight spaces like airplanes, trains, buses, and subways, and the paper fit more readily into 
briefcases, reflecting what Gannett had learned from focus groups. 
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Promotional Innovation USA Today also innovated in its promotional activities. 
Historically, the paper had limited its promotion to outdoor advertising and television. 
However, in the late 1980s Neuharth undertook a “BusCapade” promotion tour, travel¬ 
ing to all 50 states to talk with people about USA Today. Neuharth succeeded in raising 
public awareness of his paper, which was credited for USA Todays move into profitabil¬ 
ity. Encouraged by his success, Neuharth forged ahead with a “JetCapade” campaign 
where he and a small news team traveled to 30 countries in seven months, stimulating 
global demand for the paper. During a visit to the troops of Operation Desert Storm in 
the Persian Gulf in 1991, General Norman Schwarzkopf expressed a need for news from 
home. USA Today arranged for delivery of 18,000 copies per day. The overseas success of 
USA Today led to the publication of USA Today International, which is now available in 
more than 60 countries in Western Europe, the Middle East, North Africa, and Asia. 

Early on, USA Today faced a challenge in selling ad space because advertisers were 
not convinced that it would pay to advertise in the paper. Gannett’s first strategy for 
enlisting advertisers was the Partnership Plan, which provided six months of free 
space to those who purchased six months of paid advertising. USA Today also began 
to accept regional advertising across a wide variety of categories such as travel, retail, 
tourism, and economic development. Color advertisements could arrive as late as 
6:00 p.m. the day before publication, giving local advertisers increased flexibility. The 
paper also moved aggressively into “blue-chip circulation,” where bulk quantities of 
USA Today are sold at discounted prices to hotels, airlines, and restaurants, and are 
provided free of charge to customers. 

USA Today pulled off another promotional first in 1999 when it broke one of the 
most sacred practices of daily newspapers and began offering advertising space on the 
front page (one-inch strips across the entire width of the bottom of the page). This 
highly sought after front-page position was sold through one-year contracts for $1 mil¬ 
lion to $1.2 million each, with each advertiser taking one day a week. As USA Today 
continued to prosper, advertisers became attracted to the paper’s large volume of readers. 
To help cope with advertiser demand, the paper implemented the technology to allow 
advertisers to transmit copy electronically 24 hours per day. 

Distribution Innovation Fast delivery has always been important to USA Today. By 
the late-1990s, the paper was earning kudos for its ability to deliver timely news, thanks 
to its late deadlines. For instance, in many parts of the country USA Today could print 
later sports scores than local or regional papers. In hard news, USA Today was able to 
offer more up-to-date coverage by rolling the presses over four hours earlier than the 
Wall Street Journal and almost three hours later than the New York Times. The paper 
added print sites around the world in a move to further speed up distribution. An inno¬ 
vative readership program was also added that brought USA Today to more than 160 
college campuses around the nation. Likewise, technological advances allowed the paper’s 
production to become totally digital. A new computer-to-plate technology was imple¬ 
mented to give newsrooms later deadlines and readers earlier delivery times. 

USA Today Moves Online 

A decade after USA Today’s launch, Gannett found itself in the enviable position of own¬ 
ing one of America’s most successful newspapers. USA Today was the most widely read 
newspaper in the country, with daily readership of over 3.7 million (readership numbers 
are higher than paid circulation numbers due to the passing of copies to other readers). 
In an era when nearly all major national media were suffering declines in readership or 
viewing audience, USA Today continued to grow. Rising distribution and promotion 
costs, however, were beginning to make the newspaper slightly unprofitable. 
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To reverse this trend, USA Today created several spin-offs, including its first special 
interest publication, Baseball Weekly. During its first month of operation, Baseball 
Weekly’s circulation reached 250,000 copies. Baseball Weekly was eventually expanded to 
include a variety of sports coverage and was renamed Sports Weekly. At the end of 2007, 
Sports Weekly was ranked the highest sports magazine in newsstand sales. Due to the suc¬ 
cess of the Sports Weekly format, USA Today launched a similar magazine in March 2009. 
USA Today’s Open Air magazine was geared toward the “busy, well-informed, affluent 
customer” and designed to inspire “millions of readers to find adventure and its rewards 
in their everyday lives.” According to USA Today, “Open Air offers a compelling new look 
at the possibilities for adventure that surround us each day—from regular activities like 
improving your golf game with a stretch the pros use, or finding the best gear for your 
next softball tournament, to once-in-a-lifetime opportunities like a six-day hike into the 
spectacular Rio Grande Gorge in New Mexico.” However, rather than marketing the pub¬ 
lication as a stand-alone product, Open Air was used to increase demand in the print sec¬ 
tor and made available four times a year in Friday editions of USA Today. Also, venturing 
into news media, USA Today joined with CNN to produce a football TV program and 
launched SkyRadio to provide live radio on commercial airline flights. 

The major spin-off, in terms of current success and future potential, was USA Today 
Online, which the company introduced on April 17, 1995. The online version was seen 
as a natural companion to the print version of USA Today, given the paper’s worldwide 
distribution. The first version was available through CompuServe’s Mosaic browser and 
required special software, a CompuServe Network connection, and a monthly subscrip¬ 
tion of $14.95 plus $3.95 per hour. By June of 1995, USA Today Online converted to a 
free service that worked with any web browser and Internet service provider. The 
“online” was later dropped in favor of USAToday.com. 

Like its print sister, USAToday.com is bright, upbeat, and full of nugget-sized news 
stories. The online version allows readers to receive up-to-the-moment news that incor¬ 
porates colorful visuals and crisp audio. It provides one of the most extensive sites on the 
Internet, featuring thousands of pages of up-to-the-minute news, sports, business and 
technology news, four-day weather forecasts, and travel information available 24 hours 
a day, seven days a week. 

Another revenue generator, launched in 1998 in response to frequent reader requests 
for archived material, was the pay-per-view archives service ( is usatoday.con ). 

The USA Today Archives section allows readers to do a free, unlimited search of the paper’s 
articles that have appeared since April 1987. Articles may be downloaded for $3.95 per story 
or as a part of the site’s daily, monthly, and yearly access plans. 


USA Today Provides to On-Demand News and Information 

USAToday.com has evolved from an online news media source to an on-demand, 
information-rich community. This movement toward online media was the result of ris¬ 
ing newsprint costs, which, in fact, forced virtually all newspaper firms to add online 
news to increase readership and cut distribution expenses. In addition, to align with the 
advancing pace of communication and technology, CEO Craig Dubow announced his 
commitment to “getting news and information into the hands of consumers faster than 
ever before.” To aid the company in this initiative, USAToday.com added blogs, RSS 
(really simple syndication), and podcasts to ensure that its news stayed relevant to busy 
and mobile readers. Gannett also purchased interest in a company with unique technol¬ 
ogy that aggregated news on the Internet and categorized the information into 300,000 
topics. Other acquisitions included PointRoll, a service that allowed Internet advertisers 
to expand their online space. One innovative way Gannett leveraged this service was to 
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help advertisers to direct consumers to local merchants. When a user rolled their cursor 
over an ad, the ad expanded to reveal information about the closest retailer. 

Also, in an effort to become the one-stop shop for all types of information, 
USAToday.com began providing readers and site visitors with the opportunity to search 
for their unique interests and connect with like-minded individuals. For instance, in the 
first quarter of 2008, USAToday.com introduced “Network Journalism,” a site that com¬ 
bines professionally created content from USA Today writers, with consumer-generated 
content, comments, and recommendations, as well as instant message news alerts and 
advanced search functions. The company also created online communities with discus¬ 
sion forums, polls, and other interactive content. Today, USAToday.com’s online com¬ 
munity groups continue to expand, with forums targeting individuals interested in 
topics such as MMA (Mixed Martial Arts), cars (“Open Road”), and video gaming. 

In addition, USAToday.com launched nearly 200,000 unique online topics pages 
available via links threaded in the story pages or through a stand-alone topics section. 
According to Jeff Webber, publisher ofUSAToday.com, “ USA Today has always focused 
on what America is talking about and provides the content that fuels the nation’s con¬ 
versation. Our new topics pages go in-depth into subjects ranging from Sarah Palin to 
Starbucks; Barack Obama to Bono; and American Idol to the iPhone, all the things that 
make America tick.” The topics page categories include Brands; Culture; Events and 
Awards; Health and Wellness; Legislation and Acts; Natural and Physical Sciences; Orga¬ 
nizations; People; Places, Geography; and Religion and Beliefs. 

Brand Extensions and Partnerships 

A key part of USA Today s marketing strategy is forming partnerships to expand their 
reach. In 2008, USA Today began to look beyond the scope of daily news media and 
ventured into brand extensions by way of retail locations and television. As an attempt 
to capture more share of customer (rather than market share), USA Today opened three 
USA Today Travel Zone retail locations in airport terminals in late 2008. These retail 
shops carry all products travelers expect to find, including reading materials, sundries, 
travel accessories, and other convenience items. To align with the current look and feel 
of the paper its customers recognize, sections of the store are clearly identified and utilize 
colors representing USA Todays signature sections: News (blue), Money (green), Sports 
(red), and Life (purple). 

Also in 2008, the company launched USA Today Live —a television service designed to 
extend the company’s reach beyond current concentrated efforts and target business pro¬ 
fessionals and travelers. By partnering with Fuse, the national music television network 
Versus, and MOJO HD on a variety of series-based programming, USA Today Live intro¬ 
duced new audiences to the USA Today brand. The programming partnerships included: 
“City Limits Fishing,” a six-part weekly series on Versus that highlighted places where 
anglers regularly catch limits of fish in not so far-off, exotic destinations; “10 Great Rea¬ 
sons,” an eight-part weekly series on Fuse designed to “pay tribute to acts, genres, rumors 
and stories about our musical guilty pleasures and why we love them so, but may be just a 
tad embarrassed to admit;” as well as “Gotta Get Gold,” a 10-part series on MOJO HD 
that focused on what it takes to train and to compete at the highest levels in athletics. 

In January 2011, USA Today acquired Reviewed.com, a company that tests and rates 
consumer electronics such as cameras, camcorders, and HD televisions. USA Today also 
worked with Learning.com in 2012 to give teachers and students better access to digital 
teaching resources and educational content. Other recent partnerships include Major 
League Baseball, Doritos, Seat Geek, and National Geographic. These brand extensions 
are part of USA Today s strategy to develop an “integrated consumer media strategy” 
and add more value to their products. 
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USA Today— Today and Tomorrow 

Looking at the total national newspaper market, USA Today has been quite successful. It 
has seen more than 30 years of continuous growth and is one of the most widely read 
newspapers in the United States. Together, USA Today and USAToday.com have over 
5.3 million daily readers, including over 1.8 million paid subscribers. Although the news¬ 
paper’s print circulation has declined, USA Today still has the largest print circulation 
with over 1.8 million copies daily and 3.2 million daily readers. The paper also boasts 
the highest volume of newsstand sales at 425,000 papers per day. Although USA Today 
still has the most print newspapers in circulation, its 116,000 digital subscriptions lag 
behind both the Wall Street Journal’s 552,000 and the New York Times’ 807,000 digital 
subscriptions. This has led to USA Today losing its lead as the most widely read newspa¬ 
per to the Wall Street Journal. 

Although the newspaper’s digital subscription rates are low, USA Today’s online audi¬ 
ence has increased to almost 24 million unique visitors per month. During 2011, 
USAToday.com saw double-digit growth in unique visitors, visits, and page views per 
month. In October 2011, the site had its best month on record in nearly five years. 
Engagement on the site also increased, with the average time spent on the site per visitor 
increasing 34 percent. 

In addition to declines in print media, USA Today also faces fierce competition in 
online information distribution through television and magazine sites, blogs, and podcasts. 
Internet-based companies like Yahoo! and Google have now moved into the advertising 
market. The multitude of choices for both consumers and advertisers means that USA 
Today will have to work harder at innovation, finding a way to differentiate its products 
from the sea of competition. This will be a challenging task given the continuing decline in 
newspaper readership and the growing consumer demand for free online news. 

As USA Today looks ahead, a number of issues must be considered. The following sec¬ 
tions describe some of the key issues that the company faces as it plans for its future. 

USA Today's Customers 

The overwhelming majority of USA Today’s circulation is within the United States. Most 
USA Today readers work in middle- to upper-management positions and are often pur¬ 
chasing decision makers for their offices and households, as well as technological junkies 
and sports fans. They also participate in a wide range of leisure activities such as attend¬ 
ing movies and traveling. The print newspaper’s readers are 69 percent male and 31 per¬ 
cent female, with a median age of 50 and a median household income of $91,683. For 
USAToday.com, the audience is balanced between men (51 percent) and women (49 per¬ 
cent), but with a much lower median age (30 years) and median household income 
($47,500). Home ownership is also much lower for USAToday.com’s audience (49 per¬ 
cent) than for the newspaper’s readers (80 percent). 

Important players in the purchase process are subscribers, single-copy buyers, and 
third-party sponsors, often referred to as blue-chip buyers. USA Today’s most loyal cus¬ 
tomers are print subscribers, who buy Sunday or daily newspapers delivered directly to 
their home or office at 13- to 52-week intervals for $195 per year. Single-copy buyers 
tend to purchase the paper out of daily routine (heavy users) or on occasion based on 
specific newsworthy events (light users). Single-copy editions of USA Today are distrib¬ 
uted via newsstand retailers, large grocery store chains, bookstores, and coin-operated 
vending machines. Twenty percent of paid copies are purchased by third parties, which 
distribute complimentary copies to end users to add value to their own goods or services. 
For example, hotels, restaurants, banks, college campuses, airports and other service 
organizations offer customers the opportunity to enjoy a copy of USA Today during 
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breakfast or while waiting in the lobby. USA Today content is also available in electronic 
formats from USAToday.com, mobile devices, and e-mail updates. The e-edition costs 
$99 per year. The availability of USA Today via electronic distribution may deter some 
consumers from purchasing the print product. 

Competition 

Gannett has competitors from several fields, including other national newspapers such as 
the Wall Street Journal and the New York Times, cable networks, nationally syndicated 
terrestrial and satellite radio providers such as Sirius/XM, Internet sites such as Yahoo! 
and Google, and blogs such as the Huffington Post. 

The Wall Street Journal USA Today’s biggest newspaper competitor is the Wall 
Street Journal, owned by Dow Jones & Co. Inc. The Wall Street Journal targets influential 
business readers as its primary audience. The company’s product lines include newspa¬ 
pers, newswires, magazines, websites, indexes, television, and radio. The Journal’s web¬ 
site, vw.wsj.com , adds over 1,000 news stories per day and includes price information 
on over 30,000 stocks and funds worldwide. The Wall Street Journal has strategic alli¬ 
ances with other information companies, including CNBC, Reuters, and SmartMoney. 

Total print and digital circulation for the Wall Street Journal version is 2.12 million, 
which includes 1.56 million print subscriptions and over 552,000 paid digital subscrip¬ 
tions. The large number of paid subscribers gives the Wall Street Journal the widest cir¬ 
culation of any newspaper, beating USA Today by over 310,000. Fifty-six percent of the 
print newspaper’s readers are employed as top management, and 88 percent are college 
graduates. The average household income is $257,100 and the average net worth is $2.6 
million. Eighty-two percent of print readers are male, and the average reader is 57 years 
old. The Wall Street Journal charges a fee of $9.65 per week (about $502 per year) for a 
combined digital and print subscription and $4.99 per week (about $260 per year) for a 
digital only subscription. 

Dow Jones has made several improvements to the Journal in an attempt to make it 
more competitive. It added a Weekend Edition in 2005, designed to help advertisers 
reach the paper’s audience at home on the weekends. The Wall Street Journal also imple¬ 
mented compact 48-inch width and new design. The newspaper followed USA Todays 
lead and added ads to the front page, showing that this practice is becoming more com¬ 
mon as newspapers look for ways to increase revenue. 

The New York Times In addition to the New York Times, the New York Times Co. 
owns other newspapers and related websites, two New York City radio stations, nine 
television stations serving seven states, and search engine About.com, which they 
acquired in 2005 for $410 million. The newspaper’s target market is the intellectual 
elite. As explained in their press kit, “The New York Times —Influential people read it 
because influential people read it.” Like USA Today and the Wall Street Journal, the 
New York Times is available both in print and online at 

Total circulation for the New York Times is 1.58 million, which includes 779,000 print 
subscriptions and 807,000 digital subscriptions. New York Times readers are 52 percent 
male, 65 percent college graduates, 40 percent professional/managerial, and have a 
median age of 49. The average household income is $99,645. Print subscriptions (which 
include full digital access) for customers outside of the New York City area cost $200 to 
$400 per year depending on the frequency of delivery. Digital subscriptions (which 
include unlimited access to NYTimes.com) are available for smartphones ($195 per 
year), tablets ($260 per year), or both ($455 per year). 
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The company has recently made changes in an attempt to be more profitable. The 
New York Times raised its home-delivery rates and reduced the number of pages in its 
stock section. Additionally, the paper has implemented cost-savings policies including 
staff reductions, reducing the width of its print version. From 2011-2012, the New York 
Times saw a 73 percent increase in its circulation due to an increase in paid digital 
subscriptions. 

Other Media Competitors USA Today also faces competition for audience attention 
and advertising dollars from companies outside its industry, including network and 
cable television, television news websites, and Internet news aggregators. As shown in 
Case Exhibit 1.2, national newspapers fare poorly in terms of regular use when compared 
to other media options. 

More and more Americans, especially younger people, are turning to new sources of 
media consumption. Internet information providers or news aggregators are another 
source of competition for USA Today. Over one billion people globally have access to 
the Internet at home or work. Most Internet information providers make their money 
through subscriptions, advertising, or both. It is important to note that the Internet as 
a communications and advertising medium is no longer tied to desktop computers. 
Virtually all major Internet providers and content developers now make their content 
available via handheld devices, including USA Today. 

Economic Woes 

USA Today and other newspapers have been struggling with falling revenues and 
increased costs for several years. Both print and online advertising revenues have 
been falling steadily, declining by over 51 percent since 2005. Classified advertising 
has been hit particularly hard, declining by over 71 percent in just six years, most likely 
due to sites like Craigslist, which host ads for free (see Case Exhibit 1.3). Although 
advertising revenues had been falling before the recession, 2008 and 2009 saw steep 
declines triggered by a soft ad market, particularly in the automotive, retail, and 
employment sectors. In fact, 2008 and 2009 were the worst years ever for the U.S. 
newspaper industry. Although advertising revenues continue to decline today, the rate 


CASE EXHIBIT 1.2 Sources of News for U.S. Adults 


Use All the Time or Occasionally 


Use Rarely or Never 


Local TV News 

76% 

23% 

Network TV News 

66% 

32% 

Cable TV News 

60% 

38% 

Local Newspapers 

69% 

30% 

National Newspapers 

25% 

73% 

Weekly News Magazines 

25% 

72% 

Online News Aggregators 

49% 

48% 

Cable TV Websites 

36% 

61% 

National Newspaper Websites 

36% 

61% 


Source: Based on information from “Troubles for Traditional Media—Both Print and Television,” Harris Interactive, October 28, 2010 (http://www. 
harrisinteractive.com/NewsRoom/HarrisPolls/tabid/447/mid/1508/articleId/604/ctl/ReadCustom%20Default/Default.aspx ). 
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CASE EXHIBIT 1.3 


Annual Advertising Expenditures in Newspapers 
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of decline has slowed in recent years, with total newspaper advertising down 7.3 per¬ 
cent in 2011. 

In addition, the high cost of newsprint is also a problem for newspapers. The average 
cost per ton of newsprint consumed increased by 13 percent in 2011, but the effects of 
price increases were partially offset by a decline in print newspaper consumption. In 
attempt to mitigate the print cost increases, Gannett continues to moderate newsprint 
consumption and expenses through press web-width reductions and the use of lighter- 
weight and recycled papers. 

These costs have forced numerous newspapers to close, reduce publication days, lay 
off employees, reduce salaries, or adopt an online-online format. Gannet has started to 
focus on diminishing its newspapers’ reliance on print sales. In August 2010, USA 
Today restructured their newsroom to adjust to changes in the economy and the news¬ 
paper industry. The company made major changes to the circulation, finance, and news 
divisions, and created ten new executive positions and cut 9 percent of its staff. The 
remaining staff was broken up into “content rings” instead of the News, Sports, Money, 
and Life sections. In addition, in 2012 Gannett named media industry veteran Larry Kra¬ 
mer as CEO of USA Today. Kramer is responsible for implementing a corporate strategy 
focused on digital media, starting with a planned relaunch of USAToday’s online, mobile, 
and tablet products. 

To respond to rising costs and the loss of adverting revenue, USA Today and other 
newspapers are attempting to find new ways to generate revenue through their pricing 
strategies. After years of offering online news for free, a growing number of newspapers, 
including USA Today and other Gannett newspapers, have implemented metered pay 
walls, which give readers online access to a few free stories before requiring them to 
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sign up for a digital subscription. Readers are limited to 5 to 15 free stories a month and 
can have digital access by purchasing at least a Sunday print subscription. Gannett is also 
raising single-copy prices by as much as a third for its printed newspapers. By reducing 
their print costs and pushing digital media, the company expects to add $100 million in 
annual profit. 


Changing Technology 

Technology has changed the way people access information. Consumers now have a 
variety of ways to get the latest news—print media, 24-hour television networks, news 
websites, mobile devices, search engines, blogs, and social media sites all provide up- 
to-the-minute news. 

Not only does technology give consumers more options, but it also allows consumers 
to customize the news they receive at a level they were never able to do before. These 
changes have led to a marked decline in newspaper circulation as people use the Internet 
and other means to get timely news and information. In just one year, digital circulation 
rose to 14.2 percent of newspapers’ total circulation, up from 8.66 percent in March 2011. 

As the demand for update-to-the-minute news and information expanded, 
USAToday.com capitalized on the growth of mobile devices. For smartphone and tablet 
users (including the Amazon Kindle and the Apple iPad), the company created multiple 
applications. The USA Today applications provide readers with access to the latest news 
stories, weather, and photos at the exact same time the paper hits newsstands. The apps 
also feature interactive polls, and users can share News, Money, Sports, Life, Tech, and 
Travel articles via e-mail, text message, Facebook, or Twitter. Both USA Today s iPhone 
and iPad applications lead the news category; the iPhone application reaches 1.4 million 
monthly visitors and has over 4.7 million downloads, while the iPad application reaches 
1.1 million monthly visitors and has over 2.8 million downloads. 

In addition, USA Today offers several other mobile apps, including games and trivia. 
The company partnered with Hampton Hotels to offer the AutoPilot application, target¬ 
ing business and travel consumer groups. The AutoPilot app offers users the ability to 
easily track trip and flight itineraries, utilize GPS capabilities in real time, get “up to the 
minute delay information for more than 16,000 airports, 1,400 airlines and 100,000 daily 
flights,” monitor departing and arriving flight information, and access current and future 
weather conditions. The company’s mobile strategy appears to be working; 
USAToday.com mobile traffic increased 154 percent in 2011, with the iPad generating 
almost half the traffic. 

USA Today is also taking advantage of the rise of social media sites. In 2011, social 
media referrals to USAToday.com increased 61 percent, with Facebook, Twitter, and 
Stumble Upon driving the majority of referrals. In a move to provide more customizable 
content and take advantage of the popularity of Facebook, USA Today launched the USA 
Today + Me Social News app in January 2012. This app suggests select USA Today news 
articles to Facebook users based on personal interests as well as what their friends have 
read and recommended. This may be a key innovation for the company as more and 
more people spend time on Facebook. The apps make it convenient for customers to 
access news and add a social aspect to reading the news. 

Overall, technology may have initiated the decline of the newspaper industry, but it 
also offers USA Today opportunities to maintain and even expand its readership. Tech¬ 
nology allows USA Today and other newspapers to deliver news in more cost-efficient, 
customizable, direct, and useful ways than will ever be possible using newsprint. In par¬ 
ticular, mobile technology has allowed USA Today to literally execute Dubow’s vision of 
“getting news and information into the hands of consumers faster than ever before.” 
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Cultural Shifts 

The decline of the USA Today and other print newspapers is part of a wider cultural 
trend. People are increasingly getting their news from the Internet. Research by the 
Pew Research Center shows that 41 percent of people cite the Internet as one of their 
main sources of news, compared to 31 percent who cite newspapers. This trend reflects 
both the growth of the Internet and the gradual decline in newspapers’ readership. 

This trend is even stronger among younger people. Sixty-five percent of 18- to 29- 
year-olds cite the Internet as one of their main sources of news, making it the most pop¬ 
ular source of information. To take advantage of this trend, newspapers are attempting 
to attract new and younger readers, offering more interactive and social components. 
The transition is a difficult one, however, because there are significant differences 
between the interests of current newspaper readers (mostly Baby Boomers) and younger 
consumers. Baby Boomers are most interested in major news stories and local news cov¬ 
erage, while younger readers are more interested in sports, entertainment, and comics. 

Evolving to Meet the Future 

Although increasing digital options for news and information have some industry obser¬ 
vers bemoaning the death of newspapers, some feel that newspapers will thrive if they 
develop a healthy online presence and adapt to evolving media consumption patterns. 
New technologies, shifts in readership, and increased printing costs present challenges 
to USA Today as well as opportunities to expand their reach to new customers and med¬ 
iums. For over 30 years, the newspaper has met the needs of its customers in new and 
unexpected ways. In the face of competition in both print and digital markets, the future 
of USA Today depends on its ability to continue to innovate and adapt its marketing 
strategies to changing needs of the market. To remain successful, USA Today must con¬ 
tinue to use a value-added strategy to further enhance distribution of its proprietary con¬ 
tent and ensure continued product differentiation. 

Questions for Discussion 

1. What opportunities in the marketing environment did Gannett seize in launching USA 
Today ? How did the company learn about and respond to these opportunities? Answer 
these same questions for USAToday.com. 

2. How has a continuous strategy of marketing innovation proved successful for USA Today 
and USAToday.com? Do you believe that USA Today is well positioned for the future? 
Explain. 

3. What are the SWOT implications for USA Today as it looks toward its future? What 
strengths and opportunities can USA Today leverage as it looks for a competitive advan¬ 
tage in the distribution of news and information? 

4. Based on USA Todays experiences with print and online news, evaluate the long-term 
potential of printed news and the newspaper publishing industry. Do you believe printed 
newspapers will continue to survive despite digital competition? 
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CASE 

Apple's Winning 
Marketing Strategy* 


Few companies have been able to master the arts of product innovation, a “cool” brand 
image, and customer evangelism like Apple. After nearly collapsing under a cloud of 
bankruptcy in the mid-1990s, late Apple CEO Steve Jobs was able to save the company 
he created through product innovation, a masterful marketing program, and an 
entrepreneurial corporate culture. This case reviews Apple’s history and remarkable 
comeback with an eye toward the marketing strategies that created the company’s 
success. The case also examines many of the challenges faced by a company that 
continually pushes the boundaries of marketing practice to stay on top of the consumer 
electronics and computer industries. 

Product innovation, marketing program, prestige pricing, competition, changing technology, 
differentiation, customer loyalty, foreign sourcing, intellectual property, privacy issues, 
corporate culture, sustainability 

F ew companies can boast that they have fans that sleep outside its doors to be the 
first to snag its latest products, but such is the case with Apple, Inc. In 2011, 
Apple surpassed Google to become the most valuable global brand, with an 
estimated value of $153 billion. Headquartered in Cupertino, California, Apple has 
transformed itself from a company near bankruptcy in 1997 (with a stock price of $3.30) 
to the world’s most valuable company in 2012 (with a stock price of more than $600). 

Many companies have tried to copy Apple’s strategies, but none have reached the 
iconic status of Apple and its products. Some believe that Apple’s success stems from 
a combination of several factors, including the leadership qualities of late CEO Steve 
Jobs, a corporate culture of enthusiasm and innovation, and the revolutionary 
products for which Apple has become known. While every organization must 
acquire resources and develop a business strategy to pursue its objectives, Apple has 
excelled in both leadership and operations. One of the company’s most important 
resources is its employees, and the company has effectively recruited, trained, and 
compensated employees to create loyalty. Another resource is suppliers, and Apple 
has created a highly efficient and effective supply chain with most of its production 
in China. Apple has also mastered core research and development skills that have 
allowed the company to translate its technological capabilities into products that 
consumers want and are willing to pay a premium price to obtain. The capstone of 
Apple’s strategy is its retail stores that have become a role model for its competitors, 


^Jennifer Sawayda and Harper Baird, University of New Mexico, prepared this case under the direction of 
O.C. Ferrell for classroom discussion rather than to illustrate effective or ineffective handling of an administra¬ 
tive situation. 
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both in and out of the electronics industry. Such factors have allowed Apple to 
revolutionize the technology and retail industries. 

The History of Apple, Inc. 

When Apple Computer was founded in 1976, it would have been unrecognizable to its 
diehard fans of today. Apple’s first product, the Apple I, was essentially a computer kit 
that lacked a graphic user interface, keyboard, or display (users had to provide their 
own). Co-founders Steve Jobs and Steve Wozniak released the Apple I for $666.66. Jobs 
and Wozniak continued to create innovative products, and because the duo designed 
Apple’s computers from the user’s point of view, its products seemed to resonate with 
consumers. A few years later, Apple had more than $1 million in sales. The company 
was off to a promising start. 

Yet, Apple’s initial success did not last. Its downturn started during the 1980s with a 
series of product flops and CEO changes. Steve Jobs was ousted in 1985 due to internal 
conflicts within the company. By the mid-1990s, the company was approaching bank¬ 
ruptcy. Dell Computer founder Michael Dell commented about Apple’s future, saying, 
“I’d shut it down and give the money back to the shareholders.” 

The return of Steve Jobs in 1997 instituted major changes for Apple. The company 
successfully adopted a market orientation in which it was able to gather intelligence 
about customers’ current and future needs for certain features—even before the custo¬ 
mers themselves knew they needed them. Apple expanded into the electronics industry 
and began to release innovative products that resonated deeply with customers. For 
instance, the creation of the iPod and iTunes met customer needs for an efficient way 
to manage and listen to a variety of music on the go. This ability of Apple to recognize 
strategic windows of opportunity and act upon them before the competition remains 
with the company today. 

In 2007, Jobs announced that Apple Computer, Inc. would be re-named Apple, Inc. 
Some perceived this renaming to be a shift away from computers toward consumer elec¬ 
tronics. However, a more appropriate viewpoint would be to say that Apple was rein¬ 
venting its stance toward computers. With the introduction of the iPad in 2010, Apple 
began to take market share away from top competitors in the computer industry. Sales of 
desktops, laptops, and netbooks began to decline after the iPad was introduced. Now 
almost three years since the iPad’s introduction, its sales continue to skyrocket. Apple 
owns a commanding 70-plus percent of the worldwide tablet market. 

Although the Apple products of today are high in demand, this was not always the 
case. Apple went through its share of product failures in its past. Several of these failures 
can be attributed to a failure to accurately predict consumer behavior. For instance, even 
though Apple products are generally premium priced, the Apple Lisa and Cube were 
judged as too expensive for the mass market. In addition, the Apple Newton (a precursor 
to the iPad) was a great product that was well ahead of its time. Thanks to its innovative 
products and marketing strategies, Apple has grown into one of the most admired and 
successful brands in the world. To millions of consumers, the Apple brand embodies 
quality, prestige, and innovation. 

Apple's Products 

While introducing new products is expensive and risky, Apple has reinvented the con¬ 
cept of a new product. While many Apple products provide a function that was already 
on the market, Apple’s products are different, distinctive, and are often viewed as super¬ 
ior to the competition. After introducing new products such as the iPod, iPhone, and 
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iPad, Apple has changed the products’ features, quality, and/or aesthetics on a regular 
basis to create a perception that consumers have to have the latest model. For example, 
with each new version of the iPad, Apple offered new features and benefits that effec¬ 
tively made the older models obsolete. Few companies have been able to exploit the con¬ 
cept of product modification as effectively as Apple. 

Today, Apple has honed its ability to produce iconic products that consumers desire. 
The company’s product strategy is based on innovative designs, ease-of-use, and seam¬ 
less integration. Apple has not only created highly successful products, but also whet 
consumers’ appetites for yet-to-be-released and rumored products. For example, rumors 
continue to swirl that Apple will release a mini iPad and an Apple-branded television in 
the near future. 

Mac Computers 

Apple first made a name for itself in the personal computer industry, and even though it 
has since expanded into the consumer electronics industry, its Macintosh computers 
remain a strong asset to the company’s product mix. Many computer owners identify 
themselves as either Mac or PC users. Major differences between Macs and PCs lie 
with their processors and interfaces. Mac enthusiasts often prefer the superior video 
and graphic software as well as the look and feel of Macs. MacBook laptops also tend 
to last longer than the average 2-year life span of PC-based laptops. For these reasons, 
Macs are priced much higher than competitors. Apple sells two types of Macs: desktop 
and laptop computers. Desktop Macs include the iMac, Mac Pro, and Mac Mini, while 
its laptops include the MacBook Pro and MacBook Air. The Air proved to be so popular 
with consumers that a variety of PC manufacturers created an entire line of copycat 
“ultrabook” laptops running the Windows operating system. 

iPod and iTunes 

In 2001, Apple launched the iPod—a portable music player that forever changed the 
music industry. The company also introduced iTunes, a type of “jukebox” software that 
allows users to upload songs from CDs onto their Macs and then organize and manage 
their personalized music libraries. Two years later, Apple introduced the iTunes Store, in 
which users could download millions of their favorite songs for $0.99 each. The average 
price later increased to $1.29 per song. Both the iPod and iTunes became market leaders 
in their respective industries. Apple has sold more than 300 million iPods since its intro¬ 
duction, and users have downloaded approximately 16 billion songs from iTunes. How¬ 
ever, iPod sales have declined in recent years as consumers have begun to favor the 
iPhone instead. Still, the iPod remains a popular music device and has largely supplanted 
traditional CDs. The current Apple iPod product line includes the iPod touch, iPod 
nano, iPod shuffle, and iPod classic. Apple also sells the Apple TV, a device that essen¬ 
tially allows any television to connect to the iTunes store. Users can rent or purchase 
movies, or stream their own content wirelessly to any connected television. 

iPhone 

The Apple iPhone debuted in 2007 and quickly became a favorite among mobile phone 
users. The iPhone combined smartphone technology with a straightforward operating 
system, an easy-to-use touch screen, iPod features, and a simple design. Each new gener¬ 
ation is highly anticipated by Apple fans eager to use the iPhone’s newest features. For 
example, the iPhone 4s includes a built-in “personal assistant” called Siri. Siri recognizes 
voice commands and can answer with the appropriate response. The iPhone has been a 
resounding success: Apple has sold almost 200 million of the devices since its launch. 
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iPad 

In April 2010, Apple introduced the iPad, a tablet computer designed for simple interac¬ 
tion with electronic media and the Internet. Sometimes described as a large iPod touch, 
the iPad targets the product gap between smartphones and netbooks. It has a 9.7-inch 
touch screen, accelerometers, ambient light sensors, speakers, a microphone, and GPS 
capabilities. Newer generations included technology upgrades and 2-way cameras for 
video calling. The iPad has been incredibly popular, with almost 60 million sold to 
date. In fact, Best Buy has reported that their laptop sales plunged by 50 percent after 
the iPad was introduced. 

The App Store 

The App Store was launched in 2008 to provide applications for Apple’s mobile devices. 
In its first year, the App Store had 1.5 million downloads and then continued to grow 
rapidly. By early 2012, the App Store reached 25 billion downloads largely fueled by the 
growth of the iPhone, iPod touch, and iPad. The App Store makes downloading applica¬ 
tions easier, which encourages more purchases. The average iPhone user has 48 apps 
compared to 35 apps for Android users and 15 apps for BlackBerry users. Almost 70 
percent of all apps on the App Store cost less than $2.00. Independent developers can 
distribute their original apps through the App Store, and Apple shares profits with 
them. The App Store generated over $15 billion in revenue in 2011. 

Apple's Marketing Program 

In addition to its revolutionary products, Apple’s success in pricing, promotion, and dis¬ 
tribution have also contributed to its popularity. Marketing is such an important part of 
Apple that former CEO John Sculley once commented that Apple was, first and fore¬ 
most, a marketing company. Apple has a clear sense of who its customers are and what 
the brand represents, which helps it to align its pricing, promotion, and distribution with 
the its overall goals. 

Pricing 

Apple products are traditionally priced high compared to competitors. For example, 
Apple’s iPad retails for approximately $500 while Google’s Nexus 7 and Amazon’s Kin¬ 
dle Fire retail for $200. Apple’s MacBook laptops cost well over $1,000, while most PC 
laptops are hundreds of dollars less. Most of Apple’s profit comes from the high margins 
on its hardware devices. Yet, rather than dissuading consumers from adopting the pro¬ 
ducts, the high price point provides Apple with a prestige image. Apple also stresses the 
convenience of its products as well as the revolutionary new capabilities they have to 
offer. Thus, it attempts to create value for customers, prompting them to pay more for 
Apple than for its competitors. 

Promotion 

Apple encourages demand for its products through several types of promotion, including 
word-of-mouth marketing. The company relies on hit products and high-impact rollouts 
(often after months of rumors) to stimulate emotional buying. 

The company positions itself as the technology provider for creative people. Tike 
Apple’s products, its advertisements are often simple, artistic, and instantly recognizable. 
For example, several brightly colored iPod commercials featured the silhouettes of dan¬ 
cers wearing the company’s iconic white ear buds. Apple’s ads sometimes directly attack 
its competitors, as in the “I’m a Mac” television campaign. The ads pitted a cool, young 
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Mac character against a PC portrayed as a goofy businessman. Apple also supports 
“evangelism” of its products, even employing a chief evangelist to spread awareness 
about Apple and spur demand. Corporate evangelists refer to people who extensively 
promote a corporation’s products, acting as both employees and loyal customers. Suc¬ 
cessful evangelists spread enthusiasm about a company among consumers. These consu¬ 
mers in turn convince other people about the value of the product. Through product 
evangelism, Apple has created a “Mac cult”—loyal customers eager to share their enthu¬ 
siasm about the company with others. 

Apple’s promotion strategy has led to a perception that Apple products are part of a 
consumer’s identity. When asked why they would want to buy an iPad, over 42 percent 
of consumers responded that it has a cool factor. However, Apple products still remain a 
niche product; 95 percent of consumers do not consider Macs when buying new 
computers. 

Distribution 

Apple distributes its products to consumers via retailers, the company’s online store, and 
Apple Stores. Apple Stores have enhanced the brand and changed Apple’s distribution 
strategies. Originally created to give Apple more control over product displays and cus¬ 
tomer experiences, the Apple Store model was a huge success and grew faster than any 
other retailer in history. It currently has over 360 locations worldwide. 

Apple Stores differentiate themselves significantly from other retailers; in fact, Apple 
took the concept of retail in an entirely new direction. Apple Stores are a place where 
customers can both shop and play. Everything in the store is carefully planned to align 
with the company’s image, from the glass-and-steel design reminiscent of the company’s 
technology to the stations where customers can try out Apple products. Customer service 
is also important to the Apple Store image. Employees are expected to speak with custo¬ 
mers within two minutes of them entering the store. Each employee has received exten¬ 
sive training and often receives greater compensation than those at other retail stores to 
encourage better customer service. 

Apple executives constantly look for ways to improve stores, enhance customer ser¬ 
vice, and increase the time that customers spend in-store. In 2011, the company installed 
iPad stations within its stores. The iPads feature a customer service app designed to 
answer customer questions. If the customer requires additional assistance, he or she can 
press a help button on the app. The app changes the customer service experience because 
rather than the customer seeking out the sales representative, the representative comes 
straight to the customer. 


Apple's Corporate Culture 

In addition to its highly effective marketing program, Apple’s corporate culture is an 
important part of its marketing success. Many people attribute Apple’s success to Steve 
Jobs’ remarkable leadership abilities, Apple’s highly skilled employees, and its strong cor¬ 
porate culture. Apple markets itself as a fast-paced, innovative, and collaborative envi¬ 
ronment committed toward doing things “the right way.” The organization has a flat 
structure, lacking the layers of bureaucracy of other corporations. Apple also emphasizes 
that it does not adhere to normal work environments in which employees are at their 
stations from 9:00 a.m. to 5:00 p.m. By offering both challenges and benefits to applicants, 
Apple hopes to attract those who fit best with its corporate culture. 

Successful evangelism can only occur with dedicated, enthusiastic employees who are 
willing to spread the word about Apple. When Jobs returned to Apple in 1997, he 
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instituted two cultural changes: he encouraged debate on ideas, and he created a vision 
that employees could believe in. By implementing these two changes, employees felt that 
their input was important and that they were a part of something bigger than 
themselves. 

Additionally, in order to maintain its competitive advantage, Apple also fosters a cul¬ 
ture of secrecy. Secrecy is also necessary to prevent damage to sales of existing products 
because if consumers learn about a future upgrade, they may delay their purchases. Cer¬ 
tain places at Apple are off-limits to most employees, and employees are not allowed to 
discuss their work unless everyone in the room knows about the project. This lack of 
transparency challenges traditional conceptions of what makes a company successful. 
However, employees say that they remain passionate about their work and are part of a 
unique experience. 

Apple's Marketing Challenges 

Although Apple has consistently won first place as the World’s Most Admired Company, 
it has experienced several ethical issues within recent years. These issues could have a 
profound effect on the company’s future success. Apple’s sterling reputation could easily 
be damaged by serious misconduct or a failure to address risks appropriately. 

Competition 

Apple faces competition on a variety of fronts. Although a diverse product mix mitigates 
the risk of any one product failing, it also increases Apple’s number of competitors. Riv¬ 
als include Hewlett-Packard, Dell, Acer, and Toshiba for computers; Samsung, HTC, and 
Google for smartphones; Microsoft, Amazon, and Samsung for tablets; and Microsoft, 
Google, and Amazon for cloud storage services. Despite Apple’s lead in many of these 
areas, rivals are striving to catch up. Amazon, for example, represents a formidable com¬ 
petitor in the mobile device arena. Its Kindle Fire, a 7-inch Android-based tablet, offers a 
full array of apps, e-books, music, movies, cloud services, and more at a budget-friendly 
$199 price—a full $300 less than the cheapest iPad. Amazon is expected to launch its 
own smartphone in the near future as well. A slate of other competitors, such as Asus, 
Acer, and Samsung, also offer Android-based tablets at prices lower than the iPad. 
Microsoft has also launched Surface, a Windows 8-based tablet, which looks to be very 
competitive with the iPad. 

Google is also a strong competitor to Apple’s offerings in terms of operating sys¬ 
tems, music, books, and cloud services. The company’s Android operating system 
enjoys a much larger installed base of users thanks to the multitude of smartphone 
and tablet manufacturers that use the system. For example, the Samsung Galaxy S 
line of smartphones, which uses the Android operating system, is considered to be 
on par with the iPhone in many ways. One of the major benefits of the Android 
system over Apple’s iOS is its more open approach. This allows manufacturers like 
Samsung and HTC to release new devices at a much faster pace than Apple’s yearly 
refreshes. In the future, Apple may need to re-examine whether its closed system is 
the best way to compete. 

Customer Privacy 

Privacy is another major concern for Apple. In 2011, Apple and Google disclosed that 
certain features of their smartphones collect data about the phone’s location. Many con¬ 
sumers and government officials saw this as an infringement of user privacy. The com¬ 
panies announced that users have the option to disable these features on their phones. 
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However, this was not entirely true for Apple as some of its phones continued to collect 
location information even after users had disabled the feature. Apple attributed this to a 
glitch that it remedied with a software update. Both Google and Apple defend their data- 
collection practices, but many government officials disagree. The government is consid¬ 
ering passing legislation on mobile privacy, actions which could have profound effects on 
Apple and other mobile device manufacturers. 

Product Quality 

Apple’s image hinges upon product quality, so mistakes can create serious marketing 
problems. Because several new products are introduced every year, mistakes can 
become hard to detect before product introduction. After Apple introduced the 
iPhone 4, consumers complained of reception problems caused by antenna interfer¬ 
ence that occurred when users held the phone a certain way. Public relations experts 
criticized Apple for appearing to minimize the problem rather than reacting quickly 
to remedy it. After Consumer Reports would not endorse the iPhone 4, Apple pro¬ 
vided free bumpers and cases for a certain period of time that resolved the reception 
problems. Although the issue did not stop millions of consumers from purchasing 
the iPhone 4, it did create lingering doubts about Apple’s ability to consistently 
raise the bar on product quality. 

Intellectual Property 

With the many products Apple releases each year, it makes sense for it to protect its 
technology from theft. Apple is serious about keeping its proprietary information a 
secret to prevent other companies from stealing its ideas. This confidentiality has 
led to many patent and copyright lawsuits from Apple to other technology firms, 
including Franklin Computer Corporation, Microsoft, Cisco Systems, Samsung, and 
HTC. Apple is also the target of lawsuits. Kodak filed a lawsuit against Apple and 
Research in Motion alleging that the companies infringed on its patent on digital¬ 
imaging technology. In response, Apple countersued Kodak by claiming it violated 
Apple’s patents. Unfortunately for Apple, a U.S. International Trade Commission 
judge ruled in Kodak’s favor in Apple’s lawsuit. However, the issue still stands 
regarding whether Apple infringed on Kodak’s patents. Kodak is seeking $1 billion 
in licensing revenue. Additionally, Proview Electronics filed a lawsuit alleging that 
Apple fraudulently acquired the iPad trademark by creating a fake company to pur¬ 
chase the trademark and not disclosing their intent. Apple eventually settled the suit 
for $60 million. 

Apple’s aggressiveness regarding patent protection has led it to file lawsuits 
against some powerful companies. For example, the company filed a patent infringe¬ 
ment lawsuit against Samsung, claiming that Samsung had copied the designs of its 
iPhone and iPad for its own products. In 2012, Apple won a landmark verdict 
against Samsung. The jury awarded Apple just over $1 billion in damages after it 
found Samsung guilty of copying some of the iPhone’s features in its own line of 
smartphones. Apple also filed a lawsuit against HTC Corporation, a Taiwanese 
smartphone manufacturer that makes phones for Google’s Android products. Apple 
accused HTC of replicating a range of cellphone features protected under Apple’s 
patents. Apple won the lawsuit, and HTC was banned from selling products that 
infringed on Apple’s patents within the United States. 

Although the outcomes of some of these lawsuits have provided technology compa¬ 
nies with more extensive intellectual property protections, they also bring attention to 
the legitimacy of Apple’s claims. Is Apple pursuing companies that it honestly believes 
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infringed on its patents, or is it simply trying to cast its competitors in a bad light so it 
can become the major player in the market? Although it might seem that Apple is being 
too aggressive, companies that do not set boundaries and protect their property can eas¬ 
ily have it copied by their competitors, who can then use it to gain market share. 

Supply Chain Management 

Many of Apple’s product components are manufactured in countries with low labor 
costs. This means that the potential for issues to arise is high due to varying labor stan¬ 
dards and less direct oversight. As a result, Apple makes each of its suppliers sign a sup¬ 
plier code of conduct and performs factory audits to ensure compliance. To emphasize 
its commitment toward responsible supplier conduct, Apple releases an annual Supplier 
Responsibility Progress Report that explains expectations for suppliers, the results of its 
audits, and corrective actions the company will take against factories where violations 
have occurred. In addition, Apple says that it has trained over one million workers 
about their rights, increased the number of suppliers they audit by 80 percent, and 
allowed outside organizations to evaluate its labor practices. 

Despite these measures, Apple has faced scrutiny for its manufacturing processes. 
Over 50 percent of the suppliers audited by Apple have violated at least one part of its 
supplier code of conduct every year since 2007. Suppliers claim that Apple’s manufactur¬ 
ing standards are hard to achieve because suppliers are allowed slim profit margins. In 
contrast, competitors like Hewlett-Packard allow suppliers to keep more profits if they 
improve worker conditions. Apple’s focus on the bottom line can cause suppliers to 
find other ways to cut costs, usually by requiring employees to work longer hours and 
using less expensive but more dangerous chemicals. 

In this environment, mistakes and safety issues become more common. According to 
the company’s own audits, 62 percent of Apple’s suppliers did not comply with working- 
hours limits, 35 percent failed to meet Apple’s standards to prevent worker injuries, and 
32 percent do not follow hazardous-substance management practices. Other problems 
with Apple’s supply chain have included underage workers, falsified records, over¬ 
crowded worker dormitories, and other labor violations. Apple claims that suppliers 
who violate company policies have 90 days to address the problem, but fewer than 15 
suppliers have been dropped for violations since 2007. 

Several high-profile events at Apple factories generated even more criticism of its sup¬ 
ply chain. In January 2010, over 135 workers fell ill after using a poisonous chemical to 
clean iPhone screens. In 2011, aluminum dust and improper ventilation caused two 
explosions that killed 4 people and injured 77. Additionally, over a dozen workers have 
committed suicide at Apple supplier factories. Much of the media attention has focused 
on the conditions at Foxconn, Apple’s largest supplier with a consistent background of 
labor violations and the site of one of the explosions and several of the suicides. Foxconn 
continues to assert that it is in compliance with all regulations, despite the reports. 

Apple claims that it is significantly improving supplier conditions and becoming more 
transparent about its labor processes. However, the continuing issues with its supply 
chain may indicate that it values profit more than employee welfare. Some blame Apple’s 
culture of innovation and the need to release new or improved products each year, which 
requires suppliers to work quickly at the expense of safety standards. However, the Fox¬ 
conn factory is one of only a few facilities in the world with the capacity to build iPods 
and iPads, which makes it difficult for Apple to switch suppliers. Additionally, inconsis¬ 
tent international labor standards and high competition mean that virtually every major 
electronic producer faces similar manufacturing issues. As media and consumer scrutiny 
increase, Apple must continue to address its supply chain management issues. However, 
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as one current Apple executive told the New York Times, “Customers care more about a 
new iPhone than working conditions in China.” 

Sustainability 

Apple has taken steps to become a greener company, such as reducing its environmental 
impact at its facilities. However, the company admits that the majority of its emissions 
(97 percent) come from the life cycle of its products. Apple’s success hinges on con¬ 
stantly developing and launching new products, which leads to planned obsolescence— 
pushing people to replace or upgrade their technology whenever Apple comes out with 
an updated version. Since Apple annually releases upgraded products, this could result in 
older technology being tossed aside. 

Apple takes different approaches to this environmental problem. The company builds 
its products with materials that are suitable for recycling, it builds its products to last, 
and it recycles responsibly. To encourage its customers to recycle, Apple created an in¬ 
store recycling program where customers can trade in old products and receive various 
discounts. However, despite this recycling program, many consumers feel that tossing 
out their old products is more convenient, particularly if they have no value. E-waste 
will remain a significant issue as long as consumers continue to throw away their old 
electronics. 

Apple has also publicly stated its achievements in reducing toxic chemicals within its 
products. The company eliminated cathode-ray tubes—which contain lead—from its 
products and constructs iPods with light-emitting diodes (LEDs) rather than fluorescent 
lamps (which contain mercury). The company also eliminated the use of two toxic che¬ 
micals, polyvinyl chloride and brominated flame retardants, from its products. 

Apple's Impact on the Practice of Marketing 

No company has mastered the concept of product differentiation better than Apple. 
While products such as the iPod and iPhone provided functions and benefits similar to 
competing products, Apple’s technology and user-friendly interface provided a consumer 
perception of a completely new product. Apple retail stores and service help create a 
total product that was unlike any available in the marketplace. The Apple brand name 
became a cultural icon with loyal followers that were devoted to Apple’s products. Cul¬ 
tural branding results in consumers exhibiting almost cult-like loyalty to products. Com¬ 
panies such as Coca-Cola, Harley Davidson, and Nike are examples of companies with 
strong cultural branding. The product becomes a part of their self-concept and image 
when interacting with others. Once a product becomes so important to an individual, 
they are less sensitive to price and quickly adopt new products that are brought to the 
market. Few companies have been able to develop cultural branding and a cult-like fol¬ 
lowing like Apple. 

Apple’s corporate culture of innovation and creative marketing has had a profound 
impact on the practice of marketing among consumer electronics firms and other indus¬ 
tries. For example, the iPhone popularized the concept of mobile marketing. The 
iPhone’s easy-to-use features and applications allowed consumers to shop from home or 
in-store. This innovation provided new opportunities for retailers to introduce their own 
iPhone apps and create customized marketing messages delivered over mobile devices. 
Brands are utilizing Apple’s platform to create product awareness and/or generate repeat 
business. Apple’s advances in mobile marketing have not only changed the way that cus¬ 
tomers interact with mobile devices but also enhanced customer relationships between 
businesses and consumers. 
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Additionally, many companies are seizing upon the opportunity to learn from Apple. 
Due to the immense success of Apple stores, other companies are attempting to imitate 
its retail model. Microsoft and Sony opened some of their own stores. Other companies 
now use Apple products to enhance their businesses. For instance, some pharmaceutical 
and car salespeople have adopted the iPad to aid in business transactions, and some res¬ 
taurants even use the iPad to show menu items. 

The Future of Apple 

Over the last decade, Apple has excelled at keeping pace with the quickly evolving com¬ 
puter and electronics industries. Its diversification, collaborative corporate culture, and 
product evangelism propelled it to heights that could not have been envisioned when 
Jobs and Wozniak sold their first computer kit in 1976. The death of Steve Jobs in 
2011, however, concerned some people about the future of Apple. To customers, 
employees, and investors, Jobs appeared to be a savior who brought the company back 
from near bankruptcy and who was the driving force behind its innovative products. 
However, his entrepreneurial spirit remains embedded in Apple’s culture, and the com¬ 
pany remains focused on innovation under the leadership of CEO Tim Cook. The com¬ 
pany shows no signs of stopping its momentum, while consumers have shown no signs 
of reducing their admiration for Apple. 

On the other hand, Apple will face many challenges in the future. Not only has it 
been criticized for violations in its supply chain, but it has also been questioned about 
why it offshores most of its production. Since Apple makes such high profits and report¬ 
edly received tax breaks earlier in its history, some politicians have suggested that Apple 
bring production jobs back to the United States. As concerns over high unemployment 
continue, Apple may experience increasing pressure from stakeholders to create more 
manufacturing opportunities in the United States. The question, however, is whether 
consumers will continue to pay more to quench their thirst for the latest iPods, iPhones, 
and iPads. 

Questions for Discussion 

1. How has Apple developed extreme loyalty among consumers that has resulted in an 
almost cult-like following? 

2. Describe the role of Apple stores as an important part of its marketing strategy. 

3. What will Apple need to do to maintain product innovation and customer loyalty? 
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CASE 

Monsanto Balances the 
Interests of Multiple 
Stakeholders* 


This case focuses on Monsanto’s desire to balance the many significant benefits that its 
products bring to society (and the company’s resulting profits) with the interests of a 
variety of stakeholders. The case examines Monsanto’s history as it shifted from a 
chemical company to one focused on biotechnology. Monsanto’s development of 
genetically modified seeds and bovine growth hormone are discussed, along with the 
safety and environmental concerns expressed by a number of Monsanto’s stakeholders 
around the world. Some of Monsanto’s ethical and patent-enforcement issues are 
addressed, along with the company’s major corporate responsibility initiatives. The case 
concludes by examining the challenges and opportunities that Monsanto may face in the 
future. 

Ethics and social responsibility, sustainability, product strategy, product liability, corporate 
affairs, stakeholder relationships, product labeling, government regulation, legal 
environment, global marketing 

T he Monsanto Company is the world’s largest seed company, with sales over $11.5 
billion. It specializes in biotechnology, or the genetic manipulation of organisms. 
Monsanto scientists have spent the last few decades modifying crops, often by 
inserting new genes or adapting existing genes within plant seeds, to meet certain 
objectives such as higher yield or insect resistance. Monsanto products can survive 
weeks of drought, ward off weeds, and kill invasive insects. Monsanto’s genetically 
modified seeds have increased the quantity and availability of crops, helping farmers 
worldwide increase food production and revenues. 

Today, 90 percent of the world’s genetically modified seeds are sold by Monsanto or 
by companies that use Monsanto genes. Monsanto also holds a 70 to 100 percent market 
share on certain crops. Yet, stakeholders as diverse as governments, farmers, activists, 
and advocacy groups have criticized Monsanto. Monsanto supporters say the company 
creates solutions to world hunger by generating higher crop yields and hardier plants. 
Critics accuse the multinational giant of trying to take over the world’s food supply and 
destroying biodiversity. Because biotechnology is relatively new, critics also express 
concerns about the possibility of negative health and environmental effects from 
biotech food. However, such criticisms have not deterred Monsanto from becoming one 
of the world’s most successful companies. 


^Jennifer Sawayda, University of New Mexico, prepared this case under the direction of O.C. Ferrell and 
Jennifer Jackson for classroom discussion rather than to illustrate effective or ineffective handling of an admin¬ 
istrative situation. 
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Monsanto's History: From Chemicals to Food 

The original Monsanto was very different from the current company. It was started by 
John F. Queeny in 1901 in St. Louis and was named after his wife, Olga Monsanto 
Queeny. The company’s first product was the artificial sweetener saccharine, sold to 
Coca-Cola. Monsanto followed by selling Coca-Cola caffeine extract and vanillin, an arti¬ 
ficial vanilla flavoring. At the start of World War I, company leaders realized the growth 
opportunities in the industrial chemicals industry and renamed the company The Mon¬ 
santo Chemical Company. The company began specializing in plastics, its own agricul¬ 
tural chemicals, and synthetic rubber. Due to its expanding product lines, Monsanto’s 
name was changed to the “Monsanto Company” in 1964. By this time, Monsanto was 
producing such diverse products as petroleum, fibers, and packaging. A few years later, 
Monsanto created its first Roundup herbicide, a successful product that would propel the 
company even more into the limelight. 

During the 1970s, however, Monsanto hit a major legal snare. The company had pro¬ 
duced a chemical known as Agent Orange that was used during the Vietnam War to 
quickly deforest the thick Vietnamese jungle. Agent Orange contained dioxin, a chemical 
that caused a legal nightmare for Monsanto. Dioxin was found to be extremely carcino¬ 
genic, and in 1979, a lawsuit was filed against Monsanto on behalf of hundreds of veter¬ 
ans who claimed they were harmed by the chemical. Monsanto and several other 
manufacturers agreed to settle for $180 million. The repercussions of dioxin would con¬ 
tinue to plague the company for decades. 

In 1981, Monsanto’s leaders determined that biotechnology would be the company’s 
new strategic focus. Monsanto’s quest for biotechnology continued for over a decade, 
and in 1994 Monsanto introduced the first biotech product to win regulatory approval. 
Soon the company was selling soybean, cotton, and canola seeds that were engineered to 
be tolerant to Monsanto’s Roundup herbicide. Many other herbicides killed the good 
plants as well as the bad ones. Roundup Ready seeds allowed farmers to use the herbi¬ 
cide to eliminate weeds while sparing the crop. 

In 1997, Monsanto spun off its chemical business as Solutia, and in 2000 the company 
entered into a merger and changed its name to the Pharmacia Corporation. Two years 
later, a new Monsanto, focused entirely on agriculture, broke off from Pharmacia, and 
the companies became two separate legal entities. The company before 2000 is often 
referred to as “old Monsanto,” while today’s company is known as “new Monsanto.” 

The emergence of new Monsanto was tainted by some disturbing news that the com¬ 
pany had been covering up decades of environmental pollution. For nearly 40 years, the 
Monsanto Company had released toxic waste into a creek in Anniston, Alabama. It had 
also disposed of polychlorinated biphenyls (PCBs), a highly toxic chemical, in open-pit 
landfills in the area. The results were catastrophic. Fish in the creek were deformed, and 
the population had elevated PCB levels that shocked environmental health experts. A 
paper trail showed that Monsanto leaders had known about the pollution since the 
1960s but had not stopped production. Once the cover-up was discovered, thousands of 
plaintiffs from the area filed a lawsuit against the company. In 2003, Monsanto and Solu¬ 
tia agreed to pay $700 million to more than 20,000 Anniston-area residents. 

When current CEO Hugh Grant took over in 2003, scandals and stakeholder uncertainty 
had tarnished the company’s reputation. The price of Monsanto’s stock had fallen almost 50 
percent, down to $8 a share. The company had lost $1.7 billion the previous year. Grant 
knew the company was fragile; yet through a strategic focus on genetically modified foods, 
the company has recovered and is now prospering. Monsanto became so successful with 
its genetically modified seeds that it acquired Seminis, Inc., a leader in the fruit and vegetable 
seed industry. The acquisition transformed Monsanto into a global leader in the seed 
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industry. Today, Monsanto employs more than 21,000 people in 160 countries and has been 
recognized as a top employer in Argentina, Mexico, India, and Brazil. 

The Seeds of Change: Monsanto's Emphasis on 
Biotechnology 

Although the original Monsanto made a name for itself by manufacturing chemicals, the 
new Monsanto took quite a different turn. After switching its emphasis from chemicals 
to food, today’s Monsanto owes its more than $11.5 billion in sales to biotechnology, 
specifically to the sale of genetically modified plant seeds. These seeds have revolution¬ 
ized the agriculture industry. 

Throughout history, weeds, insects, and drought have been the banes of the farmer’s 
existence. In the past century, herbicides and pesticides were invented to ward off pests. 
Yet applying these chemicals to an entire crop was both costly and time-consuming. 
Monsanto scientists, through their work in biotechnology, were able to implant seeds 
with genes to make the plants themselves kill bugs. They also created seeds containing 
the Roundup herbicide, an herbicide that kills weeds but spares the crop. 

Since then, Monsanto has used technology to create many valuable products, such as 
drought-tolerant seeds for dry areas like Africa. The company uses this technological 
prowess as a form of marketing. Monsanto’s laboratory in St. Louis allows farmers to 
tour the facility and see how the seeds are selected. One of the technologies that farmers 
are shown is a technology known as the corn chipper, a machine that picks up seeds and 
takes genetic material from them. That material is then analyzed to see how well the seed 
will do if planted. The “best” seeds are the ones Monsanto sells for planting. Impressing 
farmers with its technology and the promise of better yields is one way that Monsanto 
promotes its products to potential customers. 

Although genetically modified seeds are widely accepted today, their introduction in 
the 1990s unleashed a stream of criticism. Monsanto was nicknamed “Mutanto,” and 
genetically modified produce was called “Frankenfood.” Critics believed that influencing 
the genes of edible plants could result in negative health consequences, a fear that 
remains to this day. Others worried about the health effects on beneficial insects and 
plants. Could pollinating genetically modified plants have an effect on nearby insects and 
non-genetically modified plants? CEO Hugh Grant decided to curtail the tide of criticism 
by focusing biotechnology on products that would not be directly placed on the dinner 
plate, but instead on products like animal feed and corn syrup. In this way, Grant was 
able to reduce some of the opposition. Today, the company invests largely in four crops: 
corn, cotton, soybeans, and canola. 

Thus far, the dire predictions of critics have not occurred. Monsanto owes approximately 
60 percent of its revenue to its work in genetically modified seeds, and today, more than half 
of U.S. crops, including most soybeans and 70 percent of corn, are genetically modified. 
Farmers who purchase genetically modified seeds can now grow more crops on less land 
and with less left to chance. For example, in 1970 the average corn harvest yielded approxi¬ 
mately 70 bushels per acre. With the introduction of biotech crops, the average corn harvest 
has increased to roughly 150 bushels per acre. Monsanto predicts even higher yields in the 
future, possibly up to 300 bushels per acre by 2030. “As agricultural productivity increases, 
farmers are able to produce more food, feed, fuel, and fiber on the same amount of land, 
helping to ensure that agriculture can meet humanity’s needs in the future,” said Monsanto 
CEO Hugh Grant, concerning Monsanto technology. 

As a result of higher yields, the revenues of farmers in developing countries have 
increased. According to company statistics, the cotton yield of Indian farmers rose by 
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50 percent, doubling their income in one year. Additionally, the company claims that its 
insect-protected corn has raised the income level in the Philippines to above poverty 
level. Critics argue that these numbers are inflated; they say the cost of genetically modi¬ 
fied seeds is dramatically higher than that of traditional seeds, and therefore they actually 
reduce farmers’ take-home profits. An increase in the rate of suicides among Indian 
farmers within the last decade has partially been attributed to allegations that many 
Indian farmers go into debt because they must buy Monsanto seeds year after year. 
Monsanto denies these allegations and claims the suicides stemmed from a variety of dif¬ 
ferent factors unrelated to their seed products. 

Despite Monsanto’s assurances, many countries do not support genetically modified 
crops. Attempts to introduce them into Europe have elicited extreme consumer backlash. 
The European Union has banned most Monsanto crops except for one variety of corn, 
and consumers have gone so far as to destroy fields of genetically modified crops and 
arrange sit-ins. Greenpeace has fought Monsanto for years, especially in the company’s 
efforts to promote genetically modified crops in developing countries. This animosity 
toward Monsanto’s products is generated by two main concerns: worries about the safety 
of genetically modified food and concerns about potential environmental effects. 

Safety Concerns About Genetically Modified Food 

Of great concern for many stakeholders are the moral and safety implications of geneti¬ 
cally modified food. Many skeptics see biotech crops as unnatural, with Monsanto scien¬ 
tists essentially “playing God” by controlling what goes into the seed. Also, because 
genetically modified crops are relatively new, critics maintain that the health implications 
of biotech food may not be known for years to come. They also contend that effective 
standards have not been created to determine the safety of biotech crops. Some geneti¬ 
cists believe the splicing of these genes into seeds could create small changes that might 
negatively impact the health of humans and animals that eat them. Although the FDA 
has declared biotech crops safe, critics say they have not been around long enough to 
gauge their long-term effects. 

One major health concern is that a lack of appropriate regulation could allow aller¬ 
gens to creep into the products. Another concern is toxicity, particularly considering 
that many Monsanto seeds are equipped with a gene to allow them to produce their 
own Roundup herbicide. Could ingesting this herbicide, even in small amounts, cause 
detrimental effects on consumers? Some stakeholders say yes and point to statistics on 
glyphosate. Roundup’s chief ingredient, for support. According to an ecology center fact 
sheet, glyphosate exposure is the third most commonly reported illness among California 
agriculture workers, and glyphosate residues can last for a year. Yet the EPA lists glyph¬ 
osate as having a low skin and oral toxicity, and a study from the New York Medical 
College states that Roundup does not create a health risk for humans. 

Despite consumer concerns, the FDA has proclaimed that genetically modified food is 
safe to consume. As a result, it also has determined that Americans do not need to know 
when they are consuming genetically modified products. Thus, this information is not 
placed on labels in the United States, although other countries, most notably Great Brit¬ 
ain and the European Union, do require genetically modified food products to state this 
fact in their labeling. 

Safety Concerns About Bovine Growth Hormone 

Monsanto has also come under scrutiny for a synthetic hormone that it previously 
owned called Posilac, the brand name of a drug that contains recombinant bovine 
growth hormone (rBST). This hormone is a supplement to the naturally occurring 
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hormone BST in cows. Posilac causes cows to produce more milk, a boon to dairy farmers 
but a cause of concern to many stakeholders who fear that Posilac may cause health 
problems in cows and in the humans who drink their milk. After numerous tests, the FDA 
has found that milk from Posilac-treated cows is no different in terms of safety than milk 
from rBST-free cows. Yet these assurances have done little to alleviate stakeholder fears, 
especially because some studies maintain that rBST increases health problems in cows. 
Public outcry from concerned consumers has become so loud that many grocery stores 
and restaurants have stopped purchasing rBST-treated milk. Starbucks, Kroger, Ben & 
Jerry’s, and even Walmart have responded to consumer demand by only using or selling 
rBST-free milk, which has put a damper on Monsanto’s profits from Posilac. 

In the past few years, certain groups, including Monsanto, have fought back against 
the popularity of rBST-free milk. They maintain that consumers are being misled by 
implications that rBST-free milk is safer than rBST-treated milk. In 2006, a Pennsylvania 
senator and agriculture secretary tried to ban milk that was labeled as rBST-free, but 
stakeholder outrage prevented the law from being enforced. Instead, tighter restrictions 
on labels have been initiated. All rBST-free milk must now contain the following FDA 
claim: “No significant difference has been shown between milk derived from rBST- 
treated and non-rBST-treated cows.” Monsanto stated that it has no problem with milk 
labels listed as rBST-free as long as the label contains the claim of the FDA. Monsanto 
has since sold its Posilac business to Eli Lilly. 


Concerns About the Environmental Effects of Monsanto's Products 

Some studies have supported the premise that Roundup herbicide, which is used in con¬ 
junction with the Roundup Ready seeds, can be harmful to birds, insects, and particu¬ 
larly amphibians. Such studies have revealed that small concentrations of Roundup may 
be deadly to tadpoles, which is a major concern, as frog and toad species are rapidly dis¬ 
appearing around the globe. Other studies suggest that Roundup might have a detrimen¬ 
tal effect on human cells, especially embryonic, umbilical, and placental cells. Monsanto 
has countered these claims by questioning the methodology used in the studies, and the 
EPA maintains that glyphosate is not dangerous at recommended doses. 

Another concern with genetically modified seeds in general is the threat of environ¬ 
mental contamination. Bumblebees, insects, and wind can carry a crop’s seeds to other 
areas, sometimes to fields containing non-genetically modified crops. Many organic 
farmers have complained that genetically modified seeds from nearby farms have “con¬ 
taminated” their crops. This environmental contamination could pose a serious threat. 
Some scientists fear that genetically modified seeds that are spread to native plants may 
cause those plants to adopt the genetically modified trait, thus creating new genetic var¬ 
iations of those plants that could negatively influence (through genetic advantages) the 
surrounding ecosystem. The topic has taken on particular significance in Mexico. For 
eleven years, Mexico had a moratorium on genetically modified corn. It lifted the mora¬ 
torium in 2005, enabling Monsanto to begin testing its genetically modified corn in 
northern Mexico a few years later. Monsanto is seeking authorization to begin the pre¬ 
commercial stage in Mexico, which would allow the company to expand its growing area 
to approximately 500 acres. However, consumers are putting up a fight. Believing that 
genetically modified corn could contaminate their over 60 maize varieties, Mexicans 
have staged protests and formed groups to try and keep genetically modified corn out 
of the country. 

Monsanto has not been silent on these issues and has acted to address some of these 
concerns. The company maintains that the environmental impact of everything it creates 
has been studied by the EPA and approved. Monsanto officials claim that the glyphosate 
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in Roundup does not usually end up in ground water and cites a study, which revealed 
that less than 1 percent of glyphosate, contaminates ground water through runoff. The 
company also claims that when it does contaminate ground water, it is soluble and will 
not have much effect on aquatic species. Stakeholders are left to make their own deci¬ 
sions regarding these issues. 

Crop Resistance to Pesticides and Herbicides 

Another environmental problem that has emerged is the possibility of weed and insect 
resistance to the herbicides and pesticides on Monsanto crops. Critics fear that continual 
use of the chemicals could result in “super weeds” and “super bugs,” much like the over¬ 
use of antibiotics in humans has resulted in drug-resistant bacteria. The company’s 
Roundup line, in particular, has come under attack. Monsanto points out, and rightly 
so, that Roundup herbicide has been used for 30 years, largely without resistance issues. 
However, genetically modified plants labeled “Roundup Ready” are genetically engi¬ 
neered to withstand large doses of the herbicide. As Roundup has been used more fre¬ 
quently and exclusively, significant numbers of Roundup-resistant weeds have been 
found in the United States and Australia. 

To combat “super bugs,” the government requires farmers using Monsanto’s products 
to create “refuges” in which they plant 20 percent of their fields with a non-genetically 
modified crop. The theory is that this allows nonresistant bugs to mate with those that 
are resistant, preventing a new race of super bugs. To prevent resistance to the Roundup 
herbicide, farmers are supposed to vary herbicide use and practice crop rotation. How¬ 
ever, because Roundup is so easy to use, particularly in conjunction with Roundup Ready 
seeds, many farmers do not take the time to take these preventative measures. When 
they do rotate their crops, some will rotate one Roundup Ready crop with another type 
of Roundup Ready crop, which does little to solve the problem. This is of particular con¬ 
cern in Latin America, Africa, and Asia, where farmers may not be as informed of the 
risks of herbicide and pesticide overuse. 

Monsanto Addresses Ethical and Legal Issues 

In addition to concerns over the safety of genetically modified seeds and environmental 
issues, Monsanto has had to deal with concerns about organizational conduct. Organiza¬ 
tions face significant risks from strategies and from employees striving for high perfor¬ 
mance standards. Such pressure sometimes encourages employees to engage in illegal or 
unethical conduct. All firms have these concerns, and in the case of Monsanto, bribes 
and patents have resulted in legal, ethical, and reputational consequences. 

Bribery Issues 

Bribery presents a dilemma to multinational corporations because different countries 
have different perspectives on it. Although it is illegal in the United States, other coun¬ 
tries allow it. Monsanto faced such a problem with Indonesia, and its actions resulted in 
the company being fined a large sum. 

In 2002, a Monsanto manager instructed an Indonesian consulting firm to pay a bribe 
of $50,000 to an official in the country’s environment ministry. The bribe was to bypass 
an environmental study. It was later revealed that such bribery was not an isolated event; 
the company had paid off many officials between 1997 and 2002. Monsanto became 
aware of the problem after discovering irregularities at its Indonesian subsidiary in 
2001. As a result, the company launched an internal investigation and reported the 
bribery to the U.S. Department of Justice (DOJ) and the Securities and Exchange 
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Commission (SEC). Monsanto accepted full responsibility for its employees’ behavior 
and agreed to pay $1 million to the Department of Justice and $500,000 to the SEC. It 
also agreed to three years of close monitoring of its activities by American authorities. 
The incident showed that although Monsanto has not been immune to scandals, it has 
been willing to work with authorities to correct them. 

Patent Issues 

Like most businesses, Monsanto needs to patent its products. A problem arises, however, 
when it comes to patenting seeds. As bioengineered creations of the Monsanto Com¬ 
pany, Monsanto’s seeds are protected under patent law. Under the terms of the patent, 
farmers using Monsanto seeds are not allowed to harvest seeds from the plants for use in 
upcoming seasons. Instead, they must purchase new Monsanto seeds each season. By 
issuing new seeds each year, Monsanto ensures it will secure a profit as well as maintain 
control over its intellectual property. 

Unfortunately, this is a new concept for most farmers. Throughout agricultural his¬ 
tory, farmers have collected and saved seeds from previous harvests to plant the follow¬ 
ing year’s crops. Critics argue that requiring farmers to suddenly purchase new seeds 
year after year puts an undue financial burden on them and gives Monsanto too much 
power. However, the law protects Monsanto’s right to have exclusive control over its 
creations, and farmers must abide by these laws. When they are found guilty of using 
Monsanto seeds from previous seasons, either deliberately or out of ignorance, the farm¬ 
ers are often fined. 

Because it is fairly easy for farmers to violate the patent, Monsanto has found it nec¬ 
essary to employ investigators to look into suspected violations. The resulting investiga¬ 
tions are a source of contention between Monsanto and accused farmers. According to 
Monsanto, investigators approach the farmers suspected of patent infringement and ask 
them questions. The investigators must practice transparency with the farmers and tell 
them why they are there and who they represent. If suspicions still exist after the initial 
interview, investigators may pull the farmer’s records (after assuring the farmer they will 
do so in a respectful manner). Sometimes they bring in a sampling team, with the farm¬ 
er’s permission, to test the farmer’s fields. If found guilty, the farmer often pays a fine to 
Monsanto. 

Some farmers, on the other hand, tell a different story about Monsanto and its seed 
investigators, calling the investigators the “seed police” and even referring to them with 
such harsh words as “Gestapo” or “mafia.” They have claimed that Monsanto investi¬ 
gators have used unethical practices to get them to cooperate. Monsanto is also not 
limiting its investigations to farmers. It filed a lawsuit against DuPont, the world’s 
second-largest seed maker, for combining DuPont technology with Roundup Ready. 
Monsanto won the lawsuit, but was countersued by DuPont for anticompetitive prac¬ 
tices. Accusations of anticompetitive practices have garnered the attention of federal 
antitrust lawyers. With increased pressure coming from different areas, Monsanto agreed 
to allow patents to expire on its seeds starting in 2014. This will allow other companies 
to create less expensive knockoffs of Monsanto seeds. However, Monsanto announced 
that it would continue to strictly enforce patents for new versions of its products, such 
as Roundup Ready 2 soybeans. 

Legal Issues 

Many major companies have government and legal forces to deal with, and Monsanto is 
no exception. Recently, the government has begun to more closely examine Monsanto’s 
practices. This is a bit ironic considering it was a legal decision that helped pave the way 
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for Monsanto’s success in the seed industry. In 1980, the Supreme Court for the first 
time allowed living organisms to be patented, giving Monsanto the ability to patent its 
seeds. 

Despite this legal victory, Monsanto has now come under the attention of the Ameri¬ 
can Antitrust Institute for alleged anticompetitive activities. The institute wrote a paper 
suggesting that Monsanto is hindering competition, exerting too much power over the 
transgenic seed industry, and limiting seed innovation. When Monsanto acquired 
DeKalb and Delta Land and Pine, it had to get the approval of antitrust authorities. 
Still, it gained approval after agreeing to certain concessions. 

However, Monsanto may be walking a fine line with the Department of Justice (DOJ) 
and could soon become a target for antitrust litigation. Monsanto’s competitor DuPont 
even complained to the DOJ about Monsanto’s so-called anticompetitive practices. 
DuPont has filed a lawsuit claiming that Monsanto is using its power and licenses to 
block its products. As a result of complaints, the Department of Justice has begun a 
civil investigation into Monsanto’s practices. If the DOJ agrees that Monsanto’s practices 
are anticompetitive, resulting decisions could affect how Monsanto does business. 

Corporate Responsibility at Monsanto 

It is a common expectation today for multinational companies to take actions to advance 
the interests and well being of the people in the countries in which they do business. 
Monsanto is no exception. The company has given millions of dollars in programs to 
help improve communities in developing countries. 

In addition, as an agricultural company, Monsanto must address the grim reality fac¬ 
ing the world in the future: The world’s population is increasing at a fast rate, and the 
amount of available land and water for agriculture is decreasing. Some experts believe 
that our planet will have to produce more food in the next 50 years to feed the world’s 
population than it has grown in the past 10,000 years, requiring us to double our food 
output. As a multinational corporation dedicated to agriculture, Monsanto is expected to 
address these problems. The company has also developed a three-tiered commitment 
policy: (1) produce more yield in crops, (2) conserve more resources, and (3) improve 
the lives of farmers. The company hopes to achieve these goals by taking initiatives in 
sustainable agriculture and philanthropy. 

Sustainable Agriculture 

Agriculture intersects the toughest challenges we all face on the planet. Together, we 
must meet the needs for increased food, fiber and energy while protecting the environ¬ 
ment. In short, the world needs to produce more and conserve smarter. 

This quote by Monsanto CEO Hugh Grant demonstrates the challenges agriculture is 
facing today, along with Monsanto’s goals to meet these challenges. For instance, Mon¬ 
santo is quick to point out that its biotech products added more than 100 million tons to 
worldwide agriculture production within a ten-year period, which they estimate has 
increased farmer’s incomes by $33.8 billion. Monsanto has also created partnerships 
between nonprofit organizations across the world to enrich the lives of farmers in devel¬ 
oping countries. Two regions on which Monsanto is focusing are India and Africa. 

The need for better agriculture is apparent in India, where the population is expected 
to reach 1.3 billion by 2017. Biotech crops have helped to improve the size of yields in 
India, allowing some biotech farmers to increase their yields by 50 percent. Monsanto 
estimates that cotton farmers in India using biotech crops earn approximately $176 
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more in revenues per acre than their non-biotech contemporaries. In 2009, Monsanto 
launched Project SHARE, a sustainable yield initiative done in conjunction with the non¬ 
profit Indian Society of Agribusiness, to try and improve the lives of 10,000 cotton farm¬ 
ers in 1,100 villages. 

In Africa, Monsanto has helped many farmers prosper and thrive through difficult 
periods. For instance, Monsanto has partnered with the African Agricultural Technology 
Foundation, scientists, and philanthropists to embark on the Water Efficient Maize for 
Africa (WEMA) initiative. During this five-year project, Monsanto will help to develop 
drought-tolerant maize seeds and provide them to small-scale African farmers royalty- 
free. 

Not all view Monsanto’s presence in Africa as an outreach in corporate responsibility. 
Some see it as another way for Monsanto to improve the bottom line. Critics see the 
company as trying to take control of African agriculture and destroy African agricultural 
practices that have lasted for thousands of years. Yet despite this criticism, there is no 
denying that Monsanto has positively affected African farmers’ lives, along with increas¬ 
ing the company’s profits for its shareholders. As CEO Hugh Grant writes, “This initia¬ 
tive isn’t simply altruistic; we see it as a unique business proposition that rewards 
farmers and shareowners.” 

Philanthropy 

In 1964, the Monsanto Company established the Monsanto Fund, which today funds 
many of the company’s projects in Africa. One recipient of the Monsanto Fund included 
Africare, which received a $400,000 grant from Monsanto to fund a two-year food secu¬ 
rity project. The Monsanto Company also supports youth programs. In the first decade 
of the twenty-first century, the company donated nearly $1.5 million in scholarships to 
students who want to pursue agriculture-related degrees. The company also supports 
4-H programs and the program Farm Safety 4 Just Kids, a program which helps teach 
rural children about safety while working on farms. Additionally, Monsanto donated $4 
million in seeds to Haiti after the massive 2010 earthquake. 


The Future of Monsanto 

Monsanto has many challenges that it needs to address, including lingering concerns 
over the safety and environmental impact of its products. India, a major buyer of geneti¬ 
cally modified seeds, instituted a moratorium for a type of genetically modified eggplant 
and filed a lawsuit against Monsanto citing safety concerns. The company needs to 
enforce its code of ethics effectively to avoid organizational misconduct (like bribery) in 
the future. Monsanto is also facing competition from other companies. For instance, 
Chinese companies are becoming formidable rivals for Monsanto as their weed killer is 
eating up some of Monsanto’s Roundup profits. As a result, Monsanto was forced to 
lower the prices of Roundup and announced plans to restructure the Roundup area of 
the business. 

Perhaps even more serious is the growing resistance to Monsanto seeds and herbi¬ 
cides. After many years on the market, Monsanto’s Roundup herbicide and genetically 
modified seeds have begun to lead to super weeds and superbugs. If enough of these 
pests proliferate, the products may no longer be useful in killing them. Recent studies 
have shown that 11 super weeds in more than 25 states have developed a resistance 
against Roundup. Additionally, some farms in Iowa appear to have western corn root- 
worms (a major corn pest) that have developed a resistance to a type of genetically mod¬ 
ified crop. Although Monsanto claims these superbugs are “isolated cases,” the possibility 
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that this resistance could spread is a serious threat. As a result, Monsanto is looking into 
a new RNA technology that will make these crops deadly for bugs to consume. Mon¬ 
santo must be careful not to underestimate this problem but take proactive steps to pre¬ 
vent it from becoming a crisis. 

Yet despite these challenges, Monsanto has numerous opportunities to thrive in the 
future. The company is currently working on new innovations that could increase its 
competitive edge, as well as provide enormous benefits to farmers worldwide. For 
instance, after a plunge in Roundup sales, Monsanto’s profits are bouncing back once 
more. The company is also preparing several biotech products for commercialization. 

Although Monsanto has made some mistakes in the past, it is trying to portray itself 
as a socially responsible company dedicated to improving agriculture. As noted, the com¬ 
pany still has some problems. The predictions from Monsanto critics about biotech food 
have not yet come true, but that has not eradicated the fears of stakeholders. With the 
increasing popularity of organic food, staunch criticism from opponents, and the possi¬ 
bility of superbugs and super weeds, Monsanto will need to continue working with sta¬ 
keholders to promote its technological innovations and to eliminate fears concerning its 
industry. 

Questions for Discussion 

1. If you were Monsanto’s CEO, how would you best balance the conflicting needs of the 
variety of stakeholder groups that Monsanto must successfully engage? 

2. Companies, like Monsanto, that can offer technology to improve human lives are often 
said to have a moral obligation to society. How can Monsanto best fulfill this moral obli¬ 
gation while also protecting society and the environment from the potential negative con¬ 
sequences of its products? 

3. Monsanto has developed a differentiated, patent-protected product that produces 
superior yields when compared to traditional seeds. How has this successful market¬ 
ing strategy been impacted by the potential negative side effects and the potential 
negative environmental impact of genetically modified seeds? 

4. What can Monsanto do to alleviate stakeholder concerns? How could these actions be 
woven into the marketing strategy for the company’s products? 
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CASE 

New Belgium Brewing 
(A): Gaining 
Competitive 
Advantage Through 
Socially Responsible 
Marketing* 

From its roots in a Fort Collins, Colorado, basement. New Belgium Brewing has always 
aimed for business goals loftier than profitability. The company’s tremendous growth to 
become the nation’s third-largest craft brewery and ninth-largest overall has been guided 
by a steadfast branding strategy based on customer intimacy, social responsibility, and 
whimsy. The company’s products, especially Fat Tire Amber Ale, have always appealed 
to beer connoisseurs who appreciate New Belgium’s focus on sustainability as much as 
the company’s world-class brews. Despite its growth and success, New Belgium has 
managed to stay true to its core values and brand authenticity—the keys to its marketing 
advantage in the highly competitive craft brewing industry. 

Customer intimacy, competitive advantage, social responsibility, sustainability, branding 
strategy, product strategy, distribution strategy, marketing implementation, customer 
relationships 

L arge corporations and well-known brand names come to mind when most of us 
think about successful businesses. However, the success of small- and medium¬ 
sized businesses can be just as noteworthy, while often having a greater impact 
on local communities and neighborhoods. One such business is the New Belgium 
Brewing Company, Inc., based in Fort Collins, Colorado. The New Belgium brand has 
become known for two things: its high-quality, Belgian-style beers and its commitment 
toward sustainability. Its socially responsible initiatives have contributed greatly to New 
Belgium’s success. In fact, New Belgium’s business model has been so successful that it is 
increasingly easy to find its beers around the country as more consumers embrace what 
the company stands for. Studies have shown that the stock prices of ethically and socially 
responsible companies as a whole outperform those on the S&P 500 index. Although 
New Belgium is not a public company and thus does not offer publically owned stock, 
it seems to follow this trend of success. The company has become the seventh-largest 
brewery in the nation and the third-largest brewery in the “craft beer” segment. 



*O.C. Ferrell, University of New Mexico, prepared this case for classroom discussion rather than to illustrate 
effective of ineffective handling of an administrative situation. Jennifer Sawayda, University of New Mexico, 
provided editorial assistance. 
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History of the New Belgium Brewing Company 

The idea for the New Belgium Brewing Company (NBB) began with a bicycling trip 
through Belgium—home to some of the world’s finest ales, many of which have been 
brewed for centuries in that country’s monasteries. As Jeff Lebesch, an American electri¬ 
cal engineer, cruised around that country on his fat-tired mountain bike, he wondered 
whether he could produce such high quality beers back home in Colorado. After acquir¬ 
ing the special strain of yeast used to brew Belgian-style ales, Lebesch returned home and 
began to experiment in his Colorado basement. When his beers earned thumbs up from 
friends, Lebesch decided to market them. 

New Belgium Brewing (NBB) opened for business in 1991 as a tiny basement opera¬ 
tion in Lebesch’s home in Fort Collins. Lebesch’s wife at the time, Kim Jordan, became 
the firm’s marketing director. They named their first brew Fat Tire Amber Ale in honor 
of Lebesch’s bike ride through Belgium. Initially, getting New Belgium beer onto store 
shelves was not easy. Jordan often delivered the beer to stores in the back of her Toyota 
station wagon. However, New Belgium beers quickly developed a small but devoted cus¬ 
tomer base, first in Fort Collins and then throughout Colorado. The brewery soon out¬ 
grew the couple’s basement and moved into an old railroad depot before settling into its 
present custom-built facility in 1995. The brewery includes two brew houses, four quality 
assurance labs, a wastewater treatment facility, a canning and bottling line, and numer¬ 
ous technological innovations for which New Belgium has become nationally recognized 
as a “paradigm of environmental efficiencies.” 

Under the leadership of Kim Jordan, who has since become CEO, New Belgium 
Brewing Company currently offers a variety of permanent and seasonal ales and pilsners. 
The company’s standard line includes Sunshine Wheat, Blue Paddle, 1554 (a black ale), 
and the original Fat Tire Amber Ale, still the firm’s bestseller. Some customers even refer 
to the company as the Fat Tire Brewery. The brewery also has its Explore Series, consist¬ 
ing of Shift, Ranger IP A, Belgo IPA, Abby, and Trippel, as well as seasonal ales Dig and 
Snow Day. The firm also started a Lips of Faith program, where small batch brews like 
La Folie, Biere de Mars, and Abbey Grand Cru are created for internal celebrations or 
landmark events. Additionally, New Belgium is working in “collabeeration” with Elysian 
Brewing Company, in which each company will be able to use the other’s brew houses, 
though they remain independent businesses. Through this partnership, they hope to cre¬ 
ate better efficiency and experimentation along with taking collaborative strides toward 
the future of American craft beer making. One collabeeration resulting from this part¬ 
nership is Ranger IPA and Kick from NBB’s Explore and Lips of Faith programs. 

Although still a small brewery when compared to many beer companies, like fellow 
Coloradan Coors, NBB has consistently experienced strong growth with estimated sales 
of more than $100 million. (Since New Belgium is a private firm, detailed sales and rev¬ 
enue numbers are not available.) The company sells more than 700,000 barrels of beer 
per year and has many opportunities for continued growth. For instance, while total 
beer consumption has decreased 2 percent by volume, the craft brewing industry has 
grown by 16.4 percent. 

NBB’s most effective form of advertising has always been its customers’ word of 
mouth, especially in the early days. Indeed, before New Belgium beers were widely dis¬ 
tributed throughout Colorado, one liquor-store owner in Telluride is purported to have 
offered people gas money if they would stop by and pick up New Belgium beer on their 
way through Fort Collins. Although New Belgium has expanded distribution to a good 
portion of the U.S. market, the brewery receives numerous e-mails and phone calls every 
day inquiring when its beers will be available in other parts of the country. 
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NBB joined Facebook in November 2007 and started activity marketing through 
social media in 2009. NBB actively coordinates its marketing campaigns through both 
Facebook (with over 300,000 fans) and Twitter (with over 100,000 followers), as well as 
a NBB Pandora radio station, a NBB Instagram channel, live streaming video of special 
events called the Beer Stream, and NBB’s YouTube channel. Currently, New Belgium’s pro¬ 
ducts are distributed in 28 states plus the District of Columbia (see Case Exhibit 4.1). Beer 
connoisseurs that appreciate the high quality of NBB’s products, as well as the company’s 
environmental and ethical business practices, have driven this growth. For example, when 
the company began distribution in Minnesota, the beers were so popular that a liquor store 
had to open early and make other accommodations for the large amount of customers. The 
store sold 400 cases of Fat Tire in the first hour it was open. 

With expanding distribution, NBB recognized a need to increase its opportunities for 
reaching its far-flung customers. It consulted with Dr. Douglas Holt, an Oxford professor 
and cultural branding expert. After studying the company, Holt, together with former 
Marketing Director Greg Owsley, drafted a 70-page “manifesto” describing the brand’s 
attributes, character, cultural relevancy, and promise. In particular, Holt identified in 
New Belgium an ethos of pursuing creative activities simply for the joy of doing them 
well and in harmony with the natural environment. With the brand defined. New Bel¬ 
gium worked with New York advertising agency Amalgamated to create a $10 million 
advertising campaign for New Belgium. The campaign would target high-end beer drin¬ 
kers, men ages 25 to 44, and highlight the brewery’s down-to-earth image. (This process 
is discussed in the New Belgium Brewing (B) case). 


CASE EXHIBIT 4. New Belgium’s Distribution Territories 



Source: Based on the New Belgium Brewing website ( http://www.newbelgium.com/culture/faq.aspx ), accessed July 16, 2012. 
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New Belgium Embraces Social Responsibility 

According to New Belgium, the company maintains a fundamental focus on the ethical 
culture of the brand. Although consumer suspicion of business is at an all-time high, 
those in good standing—as opposed to those trading on hype—are eyed with icon-like 
adoration. Today, businesses that fully embrace citizenship in the communities they 
serve can forge enduring bonds with customers. At New Belgium, the synergy between 
branding and corporate citizenship occurred naturally as the firm’s ethical culture (in the 
form of core values and beliefs) and was in place long before NBB had a marketing 
department. 

Back in early 1991, when New Belgium was just a fledgling home-brewed busi¬ 
ness, Jeff and Kim took a hike into Rocky Mountain National Park. Armed with a 
pen and a notebook, they took their first stab at what the company’s core purpose 
would be. If they were going forward with this venture, what were their aspirations 
beyond profitability? What was at the heart of their dream? What they wrote down 
that spring day, give or take a little editing, was the core values and beliefs you can 
read on the NBB website today. More importantly, ask just about any New Belgium 
employee and he or she can list for you many, if not all, of these shared values and 
can inform you which are the most personally poignant. For NBB, branding strate¬ 
gies are as rooted in its company values as in its other business practices. For 
instance, as a way to live out its values, the company adopted a triple bottom line 
(TBL) approach to business. TBL incorporates economic, social, and environmental 
factors into its business strategies. In other words, the company looks at its impact 
upon profits, people, and the planet rather than simply on the bottom line. New Bel¬ 
gium’s dedication to quality, the environment, and its employees and customers is 
expressed in its mission statement and core values: 

Mission Statement: 

To operate a profitable brewery which makes our love and talent manifest. 

Company Core Values and Beliefs: 

1 . Remembering that we are incredibly lucky to create something fine that 
enhances people’s lives while surpassing our consumers’ expectations. 

2 . Producing world-class beers 

3 . Promoting beer culture and the responsible enjoyment of beer 

4 . Kindling social, environmental, and cultural change as a business role model 

5 . Environmental stewardship: minimizing resource consumption, maximizing 
energy efficiency, and recycling 

6 . Cultivating potential through learning, participative management, and the pur¬ 
suit of opportunities 

7 . Balancing the myriad needs of the company, staff, and their families 

8. Trusting each other and committing ourselves to authentic relationships, com¬ 
munications, and promises 

9. Continuous, innovative quality and efficiency improvements 

10 . Having Fun 

Employees believe that these statements help communicate to customers and other 
stakeholders what New Belgium, as a company, is about. These simple values developed 
roughly 20 years ago are just as meaningful to the company and its customers today, 
even though there has been much growth. 
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Responsibilities to the Environment 

New Belgium’s marketing strategy involves linking the quality of its products, as well as 
its brand, with the company’s philosophy of environmental friendliness. From leading- 
edge environmental gadgets and high-tech industry advancements to employee- 
ownership programs and a strong belief in giving back to the community, New Belgium 
demonstrates its desire to create a living, learning community. 

NBB strives for cost-efficient energy-saving alternatives for conducting its business 
and reducing its impact on the environment. In staying true to the company’s core 
values and beliefs, the brewery’s employee-owners unanimously agreed to invest in a 
wind turbine, making New Belgium the first fully wind-powered brewery in the United 
States. NBB has also invested in the following energy-saving technologies: 

A smart grid installation that allows NBB to communicate with its electricity provider 
to conserve energy. For example, the smart grid will alert NBB to non-essential 
operational functions, allowing the company to turn them off and save power. 

The installation of a 20 kW photovoltaic array on top of the packaging hall. The array 
produces 3 percent of the company’s electricity. 

A brew kettle, the second of its kind installed in the nation, which heats wort sheets 
instead of the whole kettle at once. This kettle heating method conserves energy more 
than standard kettles do. 

Sun tubes, which provide natural daytime lighting throughout the brew house all year long. 
A system to capture its wastewater and extract methane from it. This can contribute 
up to 15 percent of the brewery’s power needs while reducing the strain on the local 
municipal water treatment facility. 

A steam condenser that captures and reuses the hot water that boils the barley and 
hops in the production process to start the next brew. The steam is redirected to heat 
the floor tiles and de-ice the loading docks in cold weather. 

New Belgium also takes pride in reducing waste through recycling and creative reuse 
strategies. The company strives to recycle as many supplies as possible, including card¬ 
board boxes, keg caps, office materials, and the amber glass used in bottling. The brewery 
also stores spent barley and hop grains in an on-premise silo and invites local farmers to 
pick up the grains, free of charge, to feed their pigs. Going further down the road to 
producing products for the food chain, NBB is working with partners to take the same 
bacteria that create methane from NBB wastewater and convert them into a harvestable, 
high-protein fish food. NBB also buys recycled products when it can, and even 
encourages its employees to reduce air pollution by using alternative transportation. 
Reduce, Reuse, Recycle—the three R’s of environmental stewardship—are taken seriously 
at NBB. Case Exhibit 4.2 depicts New Belgium’s recycling efforts. 

Additionally, New Belgium has been a long-time participant in green building techniques. 
With each expansion of the facility, it has incorporated new technologies and learned a few 
lessons along the way. In 2002, NBB agreed to participate in the United States Green Building 
Council’s Leadership in Energy and Environment Design for Existing Buildings (LEED-EB) 
pilot program. From sun tubes and day lighting throughout the facility to reusing heat in the 
brew house, NBB continues to search for new ways to close loops and conserve resources. 

New Belgium has made significant achievements in sustainability, particularly com¬ 
pared to other companies in the industry. For one, New Belgium uses only 3.9 gallons 
of water to make 1 gallon of beer, which is 20 percent less than most companies. The 
company is attempting to create a closed-loop system for their wastewater with its own 
Process Water Treatment Plant, in which microbes are used to clean the wastewater. 
New Belgium recycles over 95 percent of its waste, and today 100 percent of its 
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CASE EXHIBIT 4,2 New Belgium’s Recycling Efforts 
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Source: Based on New Belgium Brewing Company, 2011 Waste Diversion Report (http://www.newbelgium.com/files/sustainability/20 ll%20NBB%20Waste% 
20Diverion%20Report.pdf), accessed July 16, 2012. 


electricity comes from renewables. Despite these achievements, New Belgium has no 
intention of halting its sustainability efforts. The company recently expanded its canning 
capacity by six times with a new canning line that injects less carbon dioxide into each 
can. In addition to reducing carbon dioxide emissions into the atmosphere, the cans are 
also more sustainable than glass bottles. By 2015, the company hopes to reduce the 
amount of water used to make beer by 10 percent through better production processes 
and decrease its carbon footprint by 25 percent per barrel. To encourage sustainability 
throughout the supply chain, NBB adopted Sustainable Purchasing Guidelines. The 
Guidelines allow them to pinpoint eco-friendly suppliers and work with them closely to 
create sustainability throughout the entire value chain. 

Responsibilities to Society 

Beyond its use of environmentally friendly technologies and innovations, New Belgium also 
strives to improve communities and enhance people’s lives through corporate giving, event 
sponsorship, and philanthropic involvement. Since its inception, NBB has donated more 
than $2.5 million to philanthropic causes through its Stewardship Grants program. For 
every barrel of beer sold the prior year, NBB donates $1 to philanthropic causes within 
their distribution territories. The donations are divided between states in proportion to their 
percentage of overall sales. This is the company’s way of staying local and giving back to the 
communities that support and purchase NBB products. NBB also participates in “1% For the 
Planet,” a philanthropic network to which the company donates 1 percent of its profits. 
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Funding decisions are made by New Belgium’s Philanthropy Committee, which is 
comprised of employees throughout the brewery, including owners, employee owners, 
area leaders, and production workers. New Belgium looks for nonprofit organizations 
that demonstrate creativity, diversity, and an innovative approach to their mission and 
objectives. The Philanthropy Committee also looks for groups that involve the commu¬ 
nity to reach their goals. The breakdown of NBB’s Stewardship Grant awards is shown in 
Case Exhibit 4.3. 

Additionally, NBB maintains a community bulletin board in its facility, where it posts 
an array of community involvement activities and proposals. This community board 
allows tourists and employees to see the different ways they can help out the community, 
and it gives nonprofit organizations a chance to make their needs known. Organizations 
can even apply for grants through the NBB website, which has a link designated for this 
purpose. The company donates to causes with a particular emphasis on water conserva¬ 
tion, sensible transportation and bike advocacy, sustainable agriculture, and youth envi¬ 
ronmental education, among other areas. 

NBB also sponsors a number of events, with a special focus on those that involve 
“human-powered” sports that cause minimal damage to the natural environment. 
Through event sponsorships, such as the Tour de Fat, NBB supports various environ¬ 
mental, social, and cycling nonprofit organizations. In the Tour de Fat, one participant 
hands over his or her car keys and vehicle title in exchange for an NBB commuter bike 
and trailer. The participant is then filmed for the world to see as he or she promotes 
sustainable transportation over driving. In 2011, Tour de Fat traveled to 13 cities, with 
more than 69,000 attendees and 41,000 cyclists in the parades. New Belgium also part¬ 
ners with nonprofit organizations to support Skinny Dip for a Cause, a campaign where 


CASE EXHIBIT 4.3 New Belgium’s 2011 Stewardship Grants Summary 
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gram_2011_summary.pdf), accessed July 17, 2012. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 






358 Part 5: Cases 


skinny-dipping is used to raise awareness of water issues and conservation. In the course 
of one year, New Belgium can be found at anywhere from 150 to 200 festivals and events 
across the nation. 

Responsibilities to Employees 

Recognizing employees’ role in the company’s success, New Belgium provides many gen¬ 
erous benefits for its over 400 employees. In addition to the usual paid health and dental 
insurance and retirement plans, employees get a catered lunch every month to celebrate 
employees’ birthdays as well as a free massage once a year, and they can bring their chil¬ 
dren and dogs to work. Employees who stay with the company for five years earn an all¬ 
expenses paid trip to Belgium to “study beer culture.” Employees are also reimbursed for 
one hour of paid time off for every two hours of volunteer work that they perform. Per¬ 
haps most importantly, employees can also earn stock in the privately held corporation, 
which grants them a vote in company decisions. Employees currently own about 43 per¬ 
cent of company stock. Open book management also allows employees to see the finan¬ 
cial costs and performance of the company. Employees are provided with financial 
training so they can understand the books and ask questions about the numbers. 

New Belgium also wishes to get its employees involved not only in the company but in 
its sustainability efforts as well. To help their own sustainability efforts, employees are 
given a fat-tired cruiser bike after one year’s employment so they can ride to work instead 
of drive. An onsite recycling center is also provided for employees. Other company perks 
include inexpensive yoga classes, free beer at quitting time, and a climbing wall. To ensure 
that workers’ voices are heard, NBB has a democratically elected group of co-workers 
called POSSE. POSSE acts as a liaison between the board, managers, and employees. 

Responsibility Breeds Success 

New Belgium Brewing’s efforts to live up to its own high standards have paid off with a very 
loyal following—in fact, the company recendy expanded the number of tours it offers of its 
facilities due to such high demand. The company has also been the recipient of numerous 
awards. Past awards for NBB include the Business Ethics Magazine’s Business Ethics Award 
for its “dedication to environmental excellence in every part of its innovative brewing pro¬ 
cess,” its inclusion in the Wall Street Journal’s 15 best small workplaces, and the awards for 
best mid-sized brewing company of the year and best mid-sized brewmaster at the Great 
American Beer Festival. New Belgium has taken home medals for three different brews: 
Abbey Belgian Style Ale, Blue Paddle Pilsner, and La Folie specialty ale. 

According to David Edgar, director of the Institute for Brewing Studies, “They’ve cre¬ 
ated a very positive image for their company in the beer-consuming public with smart 
decision-making.” Although some members of society do not believe that a company 
whose major product is alcohol can be socially responsible, New Belgium has set out to 
prove that for those who make a choice to drink responsibly, the company can do every¬ 
thing possible to contribute to society. New Belgium also promotes the responsible 
appreciation of beer through its participation in and support of the culinary arts. For 
instance, it frequently hosts New Belgium Beer Dinners, in which every course of the 
meal is served with a complementary culinary treat. 

Although New Belgium has made great strides in creating a socially responsible brand 
image, its work is not done. New Belgium must continually reexamine its ethical, social, 
and environmental responsibilities. In 2004, New Belgium received the Environmental 
Protection Agency’s regional Environmental Achievement Award. It was both an honor 
and a motivator for the company to continue its socially responsible goals. After all, 
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there are still many ways for NBB to improve as a corporate citizen. For example, 
although all electric power comes from renewable sources, the plant is still heated in 
part by using natural gas. There will always be a need for more public dialogue on avoid¬ 
ing alcohol abuse. 

Additionally, continued expansion requires longer distances to travel for distributing 
the product, which increases the use of fossil fuels. As a way to deal with these longer 
distances, New Belgium announced it would open a second brewery in Asheville, North 
Carolina to expand NBB’s capacity and place the product closer to markets in the eastern 
United States. The new $175 million facility, which will create 154 jobs and expand the 
company’s capacity by 400,000 barrels per year, will be supported by a $1 million grant 
from the One North Carolina fund. 

NBB executives acknowledge that as its annual sales increase, so do the challenges to 
remain on a human scale and to continue to be culturally authentic. How to boldly grow 
the brand while maintaining its humble feel has always been a challenge. Additionally, 
reducing waste to an even greater extent will take lots of work on behalf of both man¬ 
agers and employees, creating the need for a collaborative process that will require the 
dedication of both parties toward sustainability. 

New Belgium also faces increased competition from other craft breweries. It still 
remains behind Boston Beer Co. (maker of Sam Adams beer) and Sierra Nevada in mar¬ 
ket share. Like New Belgium, Boston Beer Co. and Sierra Nevada have plans to expand, 
with Boston Beer allocating $35 million for capital investment projects at breweries in 
Massachusetts, Pennsylvania, and Ohio in 2012. New Belgium must also compete against 
craft beer alternatives released by traditional breweries, such as MillerCoor’s New Moon 
Belgian White. New Belgium must constantly engage in environmental scanning and 
competitive analysis to compete in this increasingly competitive environment. 

Every six-pack of New Belgium Beer displays the phrase “In this box is our labor of 
love. We feel incredibly lucky to be creating something fine that enhances people’s lives.” 
Although Jeff Lebesch and Kim Jordan are divorced and Lebesch has left the company to 
focus on other interests, the founders of New Belgium hope this statement captures the 
spirit of the company. According to employee Dave Kemp, NBB’s social responsibilities 
give the company a competitive advantage because consumers want to believe in and feel 
good about the products they purchase. NBB’s most important asset is its image—a cor¬ 
porate brand that stands for quality, responsibility, and concern for society. Defining 
itself as more than a beer company, the brewer also sees itself as a caring organization 
that is concerned for all stakeholders. 

Questions for Discussion 

1. What environmental issues does the New Belgium Brewing Company work to address? 
How has NBB taken a strategic approach to addressing these issues? Why do you think the 
company has taken such a strong stance toward sustainability? 

2. Do you agree that New Belgium’s focus on social responsibility provides a key com¬ 
petitive advantage for the company? Why or why not? 

3. What are the challenges associated with combining the need for growth with the need 
to maintain customer intimacy and social responsibility? Does NBB risk losing focus on its 
core beliefs if it grows too quickly? Explain. 

4. Some segments of society contend that companies that sell alcoholic beverages and tobacco 
products cannot be socially responsible organizations because of the nature of their primary 
products. Do you believe that New Belgium’s actions and initiatives are indicative of a socially 
responsible corporation? Why or why not? 
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CASE 

New Belgium Brewing 
(B): Developing a 
Brand Personality* 


This case, a follow up to New Belgium (A), discusses how New Belgium Brewing expanded 
its branding and communication strategy from a focus on word of mouth and event 
sponsorship to include television advertising, web-based communication, and social 
media. The development of New Belgium’s “Brand Manifesto” is reviewed, along with 
the company’s decisions regarding media selection, messaging components, and 
advertising production. Despite the company’s continued growth in terms of both 
distribution and promotional complexity, New Belgium has remained focused on its core 
values of customer intimacy, sustainability, whimsy, and fun. 

Integrated marketing communication, branding strategy, positioning, advertising, customer 
intimacy, distribution strategy, sustainability, marketing implementation, customer 
relationships 

T he idea for the New Belgium Brewing Company began with a bicycling trip 
through Belgium. Belgium is arguably home to many of the world’s finest ales, 
some of which have been brewed for centuries in that country’s monasteries and 
small artisan breweries. As Jeff Lebesch, an American electrical engineer by trade and a 
home brewer by hobby, cruised around that country on his fat-tired mountain bike, he 
wondered whether he could produce such high quality beers back home in Colorado. 
After acquiring the special strain of yeast used to brew Belgian-style ales, Lebesch 
returned home and began to experiment in his Colorado basement. When his beers 
earned thumbs up from friends, Lebesch decided to market them. 

The New Belgium Brewing Company (NBB) opened for business in 1991 as a tiny 
basement operation in Lebesch’s home in Fort Collins. Lebesch’s wife at the time, Kim 
Jordan, handled all the marketing, sales, and deliveries from her station wagon. NBB 
beers quickly developed a small but devoted customer base, first in Fort Collins and 
then throughout Colorado. The brewery soon outgrew the couple’s basement and 
moved into an old railroad depot before settling into its present custom-built facility in 
1995. The company’s standard product line has grown to include Sunshine Wheat, Blue 
Paddle Pilsner, 1554 (a black ale), and the original Fat Tire Amber Ale, still the firm’s 
bestseller. Today, NBB is America’s third largest craft brewer; with Sam Adams (owned 
by Boston Beer Company) number one and Sierra Nevada number two. The craft beer 
market accounts for more than 5.5 percent of the total U.S. beer market. However, it is 


*© Bryan Simpson, New Belgium Brewing, 500 Linden Street, Fort Collins, CO 80524. All rights reserved. This 
case was prepared for classroom discussion rather than to illustrate effective or ineffective handling of an 
administrative situation. Jennifer Sawayda, University of New Mexico, provided editorial assistance. 
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CASE EXHIBIT 5.' Craft Beer’s Share of the U.S. Beer Market 
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the fastest-growing segment of the U.S. alcoholic beverage market. Case Exhibit 5.1 
illustrates that craft beer’s overall market share has increased more than 100 percent 
between 1999 and 2011, with market share rising rapidly since 2005. 

New Belgium's Initial Marketing Strategy 

When a company grows as rapidly as NBB, the tendency is not to mess with a good thing. 
This applies to the beer portfolio, the culture, and the marketing process. For many years, 
NBB, best known for Fat Tire Amber Ale, thrived on word-of-mouth communication to 
sell the brand. In fact, for the first four years of its existence, NBB’s marketing consisted of 
traveling to beer festivals and handing out free samples. Relational marketing, done barstool 
to barstool, launched the advent of its Ranger Team—a sales staff who acts as brand 
stewards throughout the U.S. distribution network. Each ranger has his or her own 
Facebook page as a way to enhance relationship marketing with the company’s customers. 

When Greg Owsley was hired as marketing director in 1996, NBB became more 
focused and proactive in its marketing efforts. Festivals and sponsorships, coupled with 
print media in alternative weeklies, increased brand sales to over 100,000 barrels annu¬ 
ally by 1998. (Ten years later this number hit nearly 500,000 barrels, while today NBB 
sells more than 700,000 barrels of beer annually.) Owsley and his team introduced such 
signature NBB events as the multicity philanthropic bike festival, Tour de Fat. They 
launched an educational “Beerstream” in the form of a traveling slide show and beer 
tasting in an old Airstream trailer. NBB developed engaging contests like “What’s Your 
Folly?” to invite consumers to pitch their Beerdream (an adventure enhanced by NBB 
beers) to win immortal fame on an NBB postcoaster (mailable postcard and coaster). 
All events, sponsorships, and interactive games were bolstered by strategic purchase of 
print media advertising. 
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In 2003, as NBB expanded into northern California, it became evident that new ave¬ 
nues would have to be considered to effectively reach the increasingly far-flung con¬ 
sumer base. For the first time, NBB looked to a more formalized and systematic 
approach to analyzing its audience. A consulting firm conducted research in Colorado 
and in other markets and suggested a mind-share approach to branding. However, Ows¬ 
ley rejected the consulting firm’s suggestion and continued researching branding’s fore¬ 
most progressive thinkers, eventually coming across the works of Douglas Holt. 

Developing a Brand Manifesto 

Holt, then of Harvard Business School and currently with Oxford, is the leading propo¬ 
nent of “cultural branding”—a philosophy of branding that tries to speak to tensions 
within society. Owsley contacted Holt after reading some of his published work online. 
The two agreed to meet, and Holt was hired as a consultant in September 2003. Holt 
came to NBB on several occasions to study the brand and immerse himself in the brew¬ 
ery’s unique culture. This process led to the creation of a brand manifesto—a 70-page 
document, coauthored over many months by Owsley and Holt, describing the brand’s 
attributes, character, cultural relevancy, and potential. This opened the door to a rela¬ 
tionship with Amalgamated Inc., a young upstart advertising agency in New York. In 
discussing the brand with the agency, NBB’s creative team collaborated with Amalgam¬ 
ated to flesh out the brand’s cultural contributions and messaging components. 

Developing the Ad Campaign 

Working with the manifesto as a guide, Amalgamated explored a wide array of possibilities 
within a somewhat restrictive budget. Television, with its low cost per viewer and wide 
reach, quickly rose as the preferred option. It also seemed more authentic to embrace the 
medium where consumers expected to see advertising interwoven with entertainment. 

Creating a television campaign for a craft brewer provided a litany of challenges and 
opportunities. The “Big Three” brewers—Anheuser-Bush, Coors, and Miller—had long 
dominated mainstream televised beer advertising in the United States. Boston Brewing’s 
foray into television several years back presented an interesting case study. The makers of 
Sam Adams started a campaign with founder Jim Koch delivering a folksy voice-over that 
positioned Sam Adams as a beer of the highest quality. Over time, this morphed into tele¬ 
vised spots that looked more and more like the positioning of America’s Big Three brewers. 

NBB understood at the inception that the power of television could work to bolster or 
undermine the brand with equal efficacy. If the spots did not ring true to the NBB char¬ 
acter, they could alienate the core consumers who had helped build the company to this 
point. Within the ethos of NBB, Holt unearthed a mindset where a highly creative activ¬ 
ity or avocation is pursued for the intrinsic value of doing it, as well as performed in a 
balanced manner with nature. It is the cultural counterpoint to the “urban professional.” 
The mindset personified is the mountain local who eschews a high-dollar job in Denver 
to pursue a simpler existence. It is the unsigned musician who writes songs just to enter¬ 
tain her friends. It is the amateur bread maker who bakes experimental breads and then 
hand delivers them on his bike. It is the juxtaposition of traditional American values that 
often compels workers into a position of compromising their true selves in order to exist 
within a modern technopoly—those people who live their lives in a way that emphasizes 
experience for the sake of experience rather than for the sake of profit. 

With these shared attributes in mind, the audience for NBB’s commercials would 
likely be the professional who follows the traditional route of existing within a capitalist 
economy but still has artistic leanings and desires. These are the executives, lawyers, and 
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accountants who live in Kansas or Missouri but come to Colorado for a ski week every 
year to indulge in the mountain lifestyle. These are folks who look at the mountain local 
and envy his dedication but could never fathom making that career sacrifice. The cul¬ 
tural tension then can be seen as the compromise between living the life one wants 
with balancing the economic needs of existing within a technopoly. NBB beers could be 
positioned as a manifestation of that lifestyle. It would be possible to pop a cap off a Fat 
Tire in Springfield, Missouri, and travel metaphorically to the Colorado mountains and 
the mountain local’s life. 

With this understanding, Amalgamated developed a series of storyboards for the 
commercials featuring the “Tinkerer,” a character who discovers an old cruiser bike 
that has been customized, modernized, and ultimately left for scrap. The Tinkerer then 
proceeds to strip the cruiser bike back down to its bare elements. The original boards 
featured three complete narratives with a potential fourth when Amalgamated flew to 
NBB to present its material at the company’s monthly staff meeting. True to a culture 
based on employee ownership and ownership mentality, every NBB employee was 
offered the opportunity to weigh in on the storyboards. 

The NBB team reacted positively to the presentation with the exception of Amalga¬ 
mated’s suggested tagline: “Follow Your Folly ... Ours Is Beer.” Several people suggested 
that folly had too negative a connotation or undermined the science and technology it 
took to produce such consistently high quality beers. The debate built steam over several 
weeks, with the creative team suggesting that a word like folly had fallen so far from the 
vernacular that it was ripe for reinterpretation and a fresh new definition. Following 
one’s folly also aptly alluded to the ideal of offbeat endeavors versus the traditional “fol¬ 
low the money” thinking that created the social tensions inherent to potential consu¬ 
mers’ lives. After a healthy volley of e-mails from nearly every NBB department, the 
creative team won out and “Follow Your Folly” became the campaign’s tagline. 

Advertising Production 

At this stage in the process, a search for the right director for the commercials ensued. 
Amalgamated reviewed dozens of highlight reels and passed the most likely candidates 
along to NBB. Much of the work represented had great visual power with big budget, 
70-millimeter sheen. In the end NBB went with Jake Scott, who suggested shooting the 
spots on grittier 16-millimeter film stock and giving the work a timeless feel influenced 
by the photography of the 1960s documentarian William Eggelston. Scott flew to the 
brewery to learn about NBB and then jumped into a car and scouted locations through¬ 
out Colorado. He sent still photos from a variety of locales, and ultimately the group 
committed to shooting in and around Hotchkiss and Paonia. After reviewing a tape of 
locals for potential casting shots outside bike shops in Fort Collins and Boulder, Scott 
decided on Boulder craftsman Charles Srbecky to play the Tinkerer. Srbecky, formerly 
of the Czech Republic, was an atypical choice with tousled hair, weathered features, and 
a maturity not seen in contemporary U.S. beer advertising. 

In September 2004, members of NBB, Amalgamated, and the production company 
RSA out of Los Angeles met in Hotchkiss and commenced shooting over a three-day 
period. Much of the talent and crew came from surrounding Colorado communities. 
The production quickly took on a collaborative and improvisational feel reflective of 
NBB’s culture. Although great attention was paid to fulfilling the promise of Amalgama¬ 
ted’s storyboards, spontaneous opportunities were embraced as they arose. This led to no 
fewer than nine potential spots coming out of the three-day shoot. 

Amalgamated returned to New York to begin postproduction of the spots with NBB’s 
input. Choosing a musical bed quickly developed into the next creative challenge. Editors 
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at Whitehouse Post in New York tried a variety of genres, from progressive to country 
alternative, and landed on an artist in the category of “Freak Folk” by the name of 
Devendra Banhart. Banhart’s tunes added a haunting sense of cheerful nostalgia to the 
works. With the 16-millimeter film stock giving a mid-1970s feel buoyed by Banhart’s 
acoustic tunes, the campaign took a far more muted and poignant tone than the ubiqui¬ 
tous mainstream beer advertising seen elsewhere. The NBB product appeared only in the 
final five seconds of film between the tag lines, “Follow Your Folly ... Ours Is Beer.” Quick 
to embrace the latent talents of their own crew, NBB allowed brewery employees to com¬ 
pose a reggae-like score for one of the 15-second spots—a playful little film called Joust. 

Maintaining a Local Touch 

Even as NBB decided to speak to a wider audience through television, the roots-style 
marketing that launched the company could not be abandoned. It became even more 
important to speak to the insiders who helped build the brand in the same authentic 
and personal tone they had come to know and embrace. Rather than redirect energies 
from event sponsorship to media, events became an even greater opportunity to main¬ 
tain that vital dialogue. Rather than test the spots on focus groups, NBB turned to insi¬ 
ders in the bike community and friends of the brewery with some personal history and 
knowledge of the brand. The theory was that television would reach those faraway out¬ 
posts where Ranger sales staff penetration was difficult and not cost-effective. In mature 
markets, the personal touch would be redoubled. 

The spots first aired in Arizona in January 2005, with a summer campaign to follow 
throughout the rest of the Western United States. After viewing the NBB spots at a 
brewing industry conference in March 2005, Miller SAB vice president of marketing, 
Bob Mikulay, had this to say: 

At its heart, the basic proposition of beer has to be about fun. The small brewers have 
always done this well... often with great irreverence, quirkiness or just plain silliness ... 
but always with a strong, instinctive understanding of the unique personality of their 
brands. And we need them to keep it coming ... and even step it up a bit. In fact, I 
was encouraged to see New Belgium actually taking their brand of fun into a television 
spot. 

Now humility will probably prevent Kim [Kim Jordan, CEO of New Belgium] from say¬ 
ing this later ... but I believe that’s a truly great piece of advertising. Is there anybody 
who doesn’t now have a very good idea about what Fat Tire is all about? So the spe¬ 
cialty and other small brewers are showing every sign that they are ready to fulfill their 
role in the industry better than ever. 

In the end, NBB’s first television-based advertising campaign—approached with a 
great deal of inner reflection—mirrored well the craft brewer’s personality. In a sea of 
loud, flashy beer advertising aimed seemingly at a youthful demographic, NBB posi¬ 
tioned itself as whimsical, thoughtful, and reflective. The bicycling imagery shot in Col¬ 
orado gave a palpable sense of place to the brand among viewers on the coasts and in the 
plains. The iconic cruiser bike itself harkened the idea of creative play. The act of rescu¬ 
ing the bike from bad technology and neglect can be read as metaphor for NBB’s efforts 
to recycle and reuse materials to the point of 98 percent diversion of their waste stream. 
The Tinkerer himself pays homage to the bicycle tour that NBB’s founder Jeff Lebesch 
took through Belgium that inspired his home-brewing shift toward Belgian-based beers. 
Even the texture of the film and the musical tone capture the ideals of whimsy and joy 
inherent to NBB’s philosophy of brewing and quality of life. At a time when marketers 
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were seeking ever-more insidious means to cut through the clutter, NBB chose to rede¬ 
fine a category in a very traditional medium where ads are acceptable and the rare good 
ones can still be groundbreaking, thoughtful, and effective. 

This is the only major television advertising campaign that NBB has launched to date. 
While the campaign was deemed very successful and sales increases in major markets 
were attributed to the campaign, the company believed that it had accomplished its 
advertising objectives. The advertising helped reinforce the brand manifesto developed 
by Greg Owsley and Doug Holt. The fun, folly, and whimsical image of the NBB brand 
was strengthened through the advertisements. Unlike its much larger domestic brand 
competitors, NBB did not continue television advertising but believed that its brand 
image and culture were well suited for social media. 

New Media and Consistent Messaging 

Over the years, New Belgium has used a variety of media to promote its products and 
establish brand recognition. Although the medium may change, New Belgium’s princi¬ 
ples and brand image have remained the same. To reach audiences more efficiently and 
effectively, NBB has launched a series of web and print campaigns to promote NBB’s 
sustainability practices. NBB’s interactive website ( vbelgium.com) provides visi¬ 

tors with an in-depth understanding of the company’s activities, goals, and values. When 
users first log on to the site, they are asked to provide their birthday to make sure they 
are 21 or older. Once on the site, visitors can choose from the topics of Beers, Events, 
Community, and Culture. The Community tab connects users to New Belgium’s blog, 
whereas the Culture tab displays NBB’s philosophy and provides access to its goals and 
progress in sustainability. A recent edition to the Beer section is an interactive flavor 
wheel. Visitors can click on one of the beers on the “wheel” and get information on its 
flavor, ingredients, and food that can be paired with that particular beer. The website 
also contains a Video section containing videos of NBB events, news clips, and testimo¬ 
nials from New Belgium employees about their “joy ride” with the company. These sec¬ 
tions serve not only to help consumers understand the company but also to create 
relationships between consumers and the brand. 

Today, New Belgium uses new forms of media to promote its brand while still main¬ 
taining its overall branding philosophy. Although the company has not ruled out new 
television advertisements, NBB has focused on other forms of “new media” such as social 
networking sites and digital videos to attract new consumers to the brand. Traditional 
media often supplements these digital marketing initiatives. When NBB released its 
Ranger IPA ale, the company placed advertisements in Wired and Rolling Stone. It also 
created a digital marketing campaign incorporating its own microsite and Facebook to 
encourage the information to go viral. The microsite featured a video of the NBB sales 
force dressed in tan-and-olive ranger uniforms performing a hip-hop number to pro¬ 
mote the product, with the tagline “To Protect. To Pour. To Partake.” Rather than riding 
horses, however, these rangers rode bicycles to link the campaign to the brand. The 
microsite also included a “Ranger Yourself?” function that allowed users to paste a 
photo of their face to the body of a ranger and post the picture to their Facebook walls. 
According to NBB director of public relations Bryan Simpson, the intent was to create a 
hip identity for the product and brand as a whole. Digital videos have been an important 
part of NBB’s marketing strategy to reach consumers from various parts of the nation. 
Many of its videos can be viewed on the company’s YouTube channel ( v.youtube. 
com/user/nbbfilms ) . 

NBB also uses a range of other digital networking tools to promote its products. For 
instance, the firm has abandoned its newsletter in exchange for a blog, to which viewers 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 





Case 5: New Belgium Brewing (B): Developing a Brand Personality 367 


can subscribe and receive news articles and feeds. NBB is jumping on the mobile mar¬ 
keting bandwagon by releasing mobile apps available for both Apple and Android 
devices. The apps allow users to post photos of their beers and friends in a photo gallery, 
link to Facebook and Twitter, locate their favorite beers, and alert friends to when its 
time to “clock out” and have a beer. NBB also posts photos in the mobile photo¬ 
sharing site Instagram. Additionally, NBB has been very active on its Twitter account. 
Called “beer tweets,” consumers can post their comments and thoughts about New Bel¬ 
gium on Twitter. The Twitter team responds to NBB’s more than 85,000 followers in 
what web developer, Kurt Herrman, calls “a two-way street” of communication. 

New Belgium is widely popular on Facebook as well. Although it is the third largest 
craft brewer, NBB has more fans (over 300,000) than both Boston Brewing Company’s 
Sam Adams and Sierra Nevada. Facebook has been such an important digital marketing 
tool for NBB that the firm decided to monetize just how much its Facebook fans are 
worth to the company—and was pleasantly surprised at the results. After conducting a 
study, NBB found that its Facebook fans contribute $50.7 million in sales annually— 
about half of the company’s annual sales. NBB has become experts at using digital 
media tools effectively to both attract and understand its customer base. 

Although New Belgium may vary the types of media it utilizes, the company’s goals to 
be a truly sustainable brand have remained the same. Its message is, and always has 
been, that consumers can be environmentally conscious and still have fun. Some people 
scoff at the idea that a company that sells alcohol can be a socially responsible brand, but 
with each new social and environmental initiative, New Belgium seeks to prove its critics 
wrong. 

Sustainable Branding Principles 

NBB has always remained committed to its initial mission of being a fun, socially and 
environmentally responsible company. For instance, to learn more about the consump¬ 
tion habits and desires of its consumers, NBB developed and distributed a survey to 612 
beer drinkers. The results indicate that 39 percent of beer consumers will make extra 
efforts to buy from and support sustainable companies. Larger studies outside NBB sug¬ 
gest that as many as 60 million consumers frequently support businesses that broadcast 
their sustainable practices. 

Studies also reveal that environmentally conscious consumers are on the lookout for 
deceptive business practices, such as greenwashing and spin doctoring, or as former NBB 
Marketing Director Greg Owsley put it, “casual dating between core values and brand 
[that] leaves both short of their optimal potential.” Because NBB has focused on sustain¬ 
able business practices since the company’s inception, the authenticity of NBB’s environ¬ 
mentally conscious actions and messaging is solid. However, the challenge for NBB, and 
for other sustainable companies as well, is to convince the public of the genuineness of 
these claims, particularly because the public is often inundated with deceptive claims 
from businesses that want to appear “green.” To help businesses take a genuine approach 
to sustainability and communicate this approach to the public, NBB has adopted five 
principles that it calls its Sustainable Branding Strategy: 

Walk before talk. This principle is perhaps the most apparent, but certainly no less 
challenging, as it requires the business to live up to its sustainable claims. The 
business must practice sustainability before promoting its environmentally friendly 
practices. 

Admit the flaws. Even NBB admits that its sustainable business practices are far from 
perfect. Instead of covering up flaws in their sustainability plans, businesses should 
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own up to them. Intelligent green consumers are likely to investigate a company’s 
green claims, and they will undoubtedly find areas that need improving. Preparing 
responses about how to address these flaws will convince consumers that the 
company recognizes the problems in their plan and will take a proactive stance to 
address them. 

Provide the smile. Green businesses should be optimistic, seeking to make their 
customers feel good about making a positive difference by being green rather than 
causing them to feel pessimistic and guilty about their actions. 

Go slow to go fast. Be empathetic to the customer by not bogging them down with 
all the company’s core values at once. The purpose is communication: Make sure the 
customer clearly understands these values, which requires the company to go slow 
rather than throwing everything at the consumer. 

Make ripples. Starting out as a small company, NBB could not immediately expect 
its marketing efforts to take hold all at once. Companies must have a clear 
purpose and show commitment to the cause. Cause-based marketing is 
particularly useful because it convinces the company’s public that its 
advertisements are not just to promote its brand, but to create a positive 
difference as well. Of course, the public must be able to trust that a company’s 
cause-based marketing is sincere, which requires the previous steps to convince 
consumers of the company’s sustainable authenticity. 

New Belgium has strived to live out these principles, even when it means admitting 
mistakes. For instance, in 2005 an ex-employee accused NBB of greenwashing, or exag¬ 
gerating its green marketing claims. He alleged that NBB’s claims of being ‘TOO percent 
wind-powered” was misleading because the company still uses electricity and gas in its 
operations while purchasing energy-saving credits. While NBB initially dismissed the 
employee’s claims, it later admitted that it was in the wrong and modified its “100 per¬ 
cent wind-powered” statements. The company also began releasing sustainability reports, 
which are available on its website, to allow consumers to see both the company’s prog¬ 
ress in sustainability and where the company still needs improvement. In so doing. New 
Belgium has followed its first two principles, admit the flaws and walk the talk, while 
increasing transparency in its operations. 

Kim Jordon and NBB employees are quick to point out that New Belgium Brewing 
has been a long but joyful ride. The company has made much progress since it first 
began as a small basement brewery. “For me brand is absolutely everything we are. It’s 
the people here. It’s how we interact with one another. And then there’s the other piece 
of that creativity, obviously, which is designing beers,” Kim Jordan said. The company 
consists of highly creative and innovative people to expand New Belgium’s sphere of 
influence as a role model. Although Greg Owsley has since left the company, talented 
individuals such as Jenn Vervier, the Director of Strategic Development and Sustainabil¬ 
ity at New Belgium, are taking a leadership role in moving the company forward. New 
Belgium desires to spread its values of sustainability, quality, and folly among its 
stakeholders. 

Although New Belgium is a much larger company than it was when it started more 
than two decades ago, its mission and core values have remained the same. As the com¬ 
pany plans to create a second brewery in Asheville, NC, the challenges of remaining 
authentic, true to the company culture, and customer focused will remain. Even as the 
company will continue to grow, product offerings will continue to diversify, and market¬ 
ing strategies will consistently evolve, New Belgium remains an example of a company 
that continues to have a strong, stable brand image—one that consumers continue to 
trust. 
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Questions for Discussion 

1. New Belgium has effectively used integrated marketing communications over the last 
20 years. Evaluate the use of one major advertising campaign to fortify and enhance the 
company’s brand image. 

2. NBB seemed to agonize over the use of the word “folly” in its advertising campaign. 
What do you make of the company’s struggle with this decision? Also, how do you per¬ 
sonally feel about their use of the word? 

3. New Belgium’s focus on sustainability, whimsy, and fun is clearly rooted in its Colorado- 
based culture and the ethos of its founders and employees. As New Belgium’s distribution 
continues to expand away from that locale, how can the company make its branding and 
messaging resonate with consumers in different parts of the country? 

4. Currently, New Belgium has been much more successful using social media than com¬ 
petitors Boston Brewing Co. and Sierra Nevada. Evaluate how social media has contributed 
to the firm’s marketing strategy, and make suggestions for the use of social media in the 
future. 
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CASE 

Mattel Confronts Its 
Marketing Challenges* 


As a global leader in toy manufacturing and marketing, Mattel faces a number of potential 
threats to its ongoing operations. Like most firms that market products for children, 
Mattel is ever mindful of its social and ethical obligations and the target on its corporate 
back. This case summarizes many of the challenges that Mattel has faced over the past 
decade, including tough competition, changing consumer preferences and lifestyles, 
lawsuits, product liability issues, global sourcing, and declining sales. Mattel’s social 
responsibility imperative is discussed along with the company’s reactions to its challenges 
and its prospects for the future. 

Environmental threats, competition, social responsibility, marketing ethics, product/ 
branding strategy, intellectual property, global marketing, product liability, global 
manufacturing/sourcing, marketing control 

I t all started in a California garage workshop when Ruth and Elliot Handler and Matt 
Matson founded Mattel in 1945. The company started out making picture frames, but 
the founders soon recognized the profitability of the toy industry and switched their 
emphasis to toys. Mattel became a publicly owned company in 1960, with sales exceeding 
$100 million by 1965. Over the next forty years, Mattel went on to become the world’s 
largest toy company in terms of revenue. Today, Mattel, Inc. is a global leader in designing 
and manufacturing toys and family products. Well-known for brands such as Barbie, Fisher- 
Price, Disney, Hot Wheels, Matchbox, Tyco, Cabbage Patch Kids, and board games, the 
company boasts nearly $5.9 billion in annual revenue. Headquartered in El Segundo, 
California, with offices across the world, Mattel markets its products in over 150 nations. 

In spite of its overall success, Mattel has had its share of losses over its history. During the 
mid to late 1990s, Mattel lost millions to declining sales and bad business acquisitions. In 
January 1997, Jill Barad took over as Mattel’s CEO. Barad’s management-style was 
characterized as strict and her tenure at the helm proved challenging for many employees. 
WMe Barad had been successful in building the Barbie brand to $2 billion by the end of the 
20th century, growth slowed in the early 2000s. Declining sales at outlets such as Toys “R” 
Us marked the start of some difficulties for the retailer, responsibilities for which Barad 
accepted and resigned in 2000. 

Robert Eckert replaced Barad as CEO. Aiming to turn things around, Eckert sold 
unprofitable units and cut hundreds of jobs. In 2000, under Eckert, Mattel was granted 


*Debbie Thorne, Texas State University, John Fraedrich, Southern Illinois University-Carbondale, O.C. Ferrell, 
University of New Mexico, and Jennifer Jackson, University of New Mexico, prepared this case with the edito¬ 
rial assistance of Jennifer Sawayda. This case is meant for classroom discussion and is not meant to illustrate 
either effective or ineffective handling of an administrative situation. 
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the highly sought-after licensing agreement for products related to the Harry Potter 
series of books and movies. The company continued to flourish and build its 
reputation, even earning the Corporate Responsibility Award from UNICEF in 2003. 
Mattel released its first Annual Corporate Responsibility Report the following year. In 
2011, Mattel was recognized as one of Fortune magazine’s "100 Best Companies to 
Work For" for the fourth consecutive year. 


Mattel's Core Products 

Barbie 

Among its many lines of popular toy products, Mattel is famous for owning top girls’ 
brands. In 1959, Mattel introduced a product that would change its future forever: the 
Barbie doll. After seeing her daughter’s fascination with cutout paper dolls, Ruth sug¬ 
gested that a three-dimensional doll should be produced so that young girls could live 
out their dreams and fantasies. This doll was named “Barbie,” the nickname of Ruth 
and Elliot Handler’s daughter. The first Barbie doll sported open-toed shoes, a ponytail, 
sunglasses, earrings, and a zebra-striped bathing suit. Fashions and accessories were also 
available for the doll. Although buyers at the annual Toy Fair in New York took no 
interest in the Barbie doll, little girls of the time certainly did. The intense demand seen 
at the retail stores was insufficiently met for several years. Mattel just could not produce 
the Barbie dolls fast enough. Today, Barbie is Mattel’s flagship brand and its number one 
seller—routinely accounting for approximately half of Mattel’s profits. This makes Barbie 
the best-selling fashion doll in most global markets. The Barbie line today includes dolls, 
accessories, Barbie software, and a broad assortment of licensed products such as books, 
apparel, food, home furnishings, home electronics, and movies. 

Although Barbie remains a blockbuster by any standard. Barbie’s popularity has 
slipped over the past twenty years. There are two major reasons for Barbie’s slump. 
First, the changing lifestyles of today’s young girls are a concern for Mattel. Many 
young girls prefer to spend time with music, movies, or the Internet than play with tra¬ 
ditional toys like dolls. Second, Barbie has suffered at the hands of new and innovative 
competition, including the Bratz doll line that gained significant market share during the 
early 2000s. The dolls, which featured contemporary, ethnic designs and skimpy clothes, 
were a stark contrast to Barbie and an immediate hit with young girls. By 2005, four 
years after the brand’s debut, Bratz sales were at $2 billion. By 2009, Barbie’s worldwide 
sales had fallen by 15 percent. In an attempt to recover, Mattel introduced the new line 
of My Scene dolls aimed at “tweens.” These dolls are trendier, look younger, and are 
considered to be more hip for this age group who is on the cusp of outgrowing playing 
with dolls. A website ( v.myscem ) engages girls in a variety of fun, engaging, and 
promotional activities. 


American Girl 

In 1998, to supplement the Barbie line, Mattel acquired Pleasant Company and its 
American Girl collection for $700 million. Originally, American Girl products were sold 
exclusively through catalogs. Mattel extended that base by opening American Girl Place 
shops in major metropolitan areas including New York, Chicago, Los Angeles, Atlanta, 
Dallas, Boston, Denver, Miami, and Minneapolis. The New York store features three 
floors of dolls, accessories, and books in the heart of the 5th Avenue shopping district. 
The store also offers a cafe where girls can dine with their dolls and a stage production 
where young actors bring American Girl stories to life. The American Girls brand 
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includes several book series, accessories, clothing for dolls and girls, and a magazine that 
ranks in the top 10 American children’s magazines. 

The American Girl collection is wildly popular with girls in the 7- to 12-year-old 
demographic. The dolls have a wholesome and educational image that offsets Barbie’s 
image. This move by Mattel represented a long-term strategy to reduce reliance on tra¬ 
ditional products and to take away the stigma surrounding the “perfect image” of Barbie. 
Each American Girl doll lives during a specific time in American history, and all have 
stories that describe the hardships they face while maturing into young adults. For exam¬ 
ple, Felicity’s stories describe life in 1774 just prior to the Revolutionary War. Likewise, 
Josephina lives in New Mexico in 1824 during the rapid growth of the American West. 

Hot Wheels 

Hot Wheels roared into the toy world in 1968. More than thirty years later, the brand is 
hotter than ever and includes high-end collectibles, NASCAR (National Association for 
Stock Car Auto Racing) and Formula One models for adults, high-performance cars, 
track sets, and play sets for children of all ages. The brand is connected with racing cir¬ 
cuits worldwide. More than 15 million boys aged 5 to 15 are avid collectors, each owning 
forty-one cars on average. Two Hot Wheels cars are sold every second of every day. The 
brand began with cars designed to run on a track and has evolved into a “lifestyle” brand 
with licensed Hot Wheels shirts, caps, lunch boxes, backpacks, and more. Together, Hot 
Wheels and Barbie generate 45 percent of Mattel’s revenue and 65 percent of its profits. 

Fisher-Price 

Acquired in 1993 as a wholly owned subsidiary, Fisher-Price is the umbrella brand for all 
of Mattel’s infant and preschool lines. The brand is trusted by parents around the world 
and appears on everything from children’s software to eyewear, and books to bicycles. 
Some of the more classic products include the Rock-a-Stack, Power Wheels vehicles, 
and Little People play sets. Through licensing agreements, the brand also develops 
character-based toys such as Sesame Street’s Elmo, Disney’s Winnie the Pooh, and Nick¬ 
elodeon’s Dora the Explorer. 

Fisher-Price has built a trust with parents by creating products that are educational, 
safe, and useful. For example, during recent years, the brand has earned high regard for 
innovative car seats and nursery monitors. Fisher-Price keeps pace with the interests of 
today’s families through innovative learning toys and award-winning products. One 
example is the Computer Cool School, a kid-friendly keyboard with a tablet and stylus, 
which turns a standard Windows-based computer into an interactive classroom for kids 
ages 3 to 6. The product was awarded the “Best Toy of 2008” by both Parents Magazine 
and Family Fun Magazine. 

Cabbage Patch Kids 

Since the introduction of mass-produced Cabbage Patch Kids in 1982, more than 90 million 
dolls have been sold worldwide. In 1994, Mattel took over selling these beloved dolls 
after purchasing production rights from Hasbro. In 1996, Mattel created a new line of 
Cabbage Patch doll, called Snacktime Kids, which was expected to meet with immense 
success. The Snacktime Kids had moving mouths that enabled children to “feed” them 
plastic snacks. However, the product backfired. The toy had no on/off switch and reports 
of children getting their fingers or hair caught in the dolls’ mouths surfaced during 
the 1996 holiday season. Mattel voluntarily pulled the dolls from store shelves by 
January 1997, and offered consumers a cash refund of $40 on returned dolls. The U.S. 
Consumer Product Safety Commission applauded Mattel’s handling of the Snacktime 
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Kids situation. Mattel effectively managed a situation that could easily have created bad 
publicity or a crisis situation. In 2001, Toys “R” Us took over the Cabbage Patch brand 
from Mattel. 

Mattel's Commitment to Ethics and 
Social Responsibility 

Mattel’s core products and business environment create many challenging issues. 
Because the company’s products are designed primarily for children, it must be sensitive 
to social concerns about children’s rights. It must also be aware that the international 
environment often complicates business transactions. Different legal systems and cultural 
expectations about business can create ethical conflicts. Finally, the use of technology 
may present ethical dilemmas, especially regarding consumer privacy. Mattel has recog¬ 
nized these potential issues and taken steps to strengthen its commitment to business 
ethics. The company also purports to take a stand on social responsibility, encouraging 
its employees and consumers to do the same. 

Privacy and Marketing Technology 

One issue Mattel has tried to address repeatedly is that of privacy and online technology. 
Advances in technology have created special marketing issues for Mattel. The company 
recognizes that, because it markets to children, it must communicate with parents 
regarding its corporate marketing strategy. Mattel has taken steps to inform both chil¬ 
dren and adults about its philosophy regarding Internet-based marketing tools, such as 
the Hot Wheels website. This website contains a lengthy online privacy policy, part of 
which is excerpted below: 

Mattel, Inc. and its family of companies (“Mattel”) are committed to protecting your 
online privacy when visiting a website operated by us. We do not collect and keep any 
personal information online from you unless you volunteer it and you are 13 or older. 
We also do not collect and keep personal information online from children under the 
age of 13 without consent of a parent or legal guardian, except in limited circumstances 
authorized by law and described in this policy . 1 

By assuring parents that their children’s privacy will be respected, Mattel demon¬ 
strates that it takes its responsibility of marketing to children seriously. 

Expectations of Mattel's Business Partners 

Mattel, Inc. also makes a serious commitment to business ethics in its dealings with 
other industries. In late 1997, the company completed its first full ethics audit of each 
of its manufacturing sites as well as the facilities of its primary contractors. The audit 
revealed that the company was not using any child labor or forced labor, a problem 
plaguing other overseas manufacturers. However, several contractors were found to be 
in violation of Mattel’s safety and human rights standards and were asked to change 
their operations or risk losing Mattel’s business. The company now conducts an inde¬ 
pendent monitoring council audit in manufacturing facilities every three years. 

In an effort to continue its strong record on human rights and related ethical stan¬ 
dards, Mattel instituted a code of conduct entitled Global Manufacturing Principles in 
1997. One of these principles requires all Mattel-owned and contracted manufacturing 
facilities to favor business partners committed to ethical standards comparable with 

1 Mattel, Inc., Online Privacy Policy ( ittp://corporate.mattel.com/privacy-policy.aspx), accessed July 17, 2012. 
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those of Mattel. Other principles relate to safety, wages, and adherence to local laws. 
Mattel’s audits and subsequent code of conduct were designed as preventative, not puni¬ 
tive measures. The company is dedicated to creating and encouraging responsible busi¬ 
ness practices throughout the world. 

Mattel also claims to be committed to its workforce. As one company consultant 
noted, “Mattel is committed to improving the skill level of workers... [so that they] will 
experience increased opportunities and productivity.” This statement reflects Mattel’s 
concern for relationships between and with employees and business partners. The com¬ 
pany’s code is a signal to potential partners, customers, and other stakeholders that Mat¬ 
tel has made a commitment to fostering and upholding ethical values. 

Legal and Ethical Business Practices 

Mattel prefers to partner with businesses similarly committed to high ethical standards. 
At a minimum, partners must comply with the local and national laws of the countries 
in which they operate. In addition, all partners must respect the intellectual property of 
the company, and support Mattel in the protection of assets such as patents, trademarks, 
or copyrights. They are also responsible for product safety and quality, protecting the 
environment, customs, evaluation and monitoring, and compliance. 

Mattel’s business partners must have high standards for product safety and quality, 
adhering to practices that meet Mattel’s safety and quality standards. Also, because of 
the global nature of Mattel’s business and its history of leadership in this area, the com¬ 
pany insists that business partners strictly adhere to local and international customs laws. 
Partners must also comply with all import and export regulations. To assist in compli¬ 
ance with standards, Mattel insists that all manufacturing facilities provide the following: 

Full access for on-site inspections by Mattel or parties designated by Mattel 

Full access to those records that will enable Mattel to determine compliance with its 

principles 

An annual statement of compliance with Mattel’s Global Manufacturing Principles, 
signed by an officer of the manufacturer or manufacturing facility 

With the creation of the Mattel Independent Monitoring Council (MIMCO), Mattel 
became the first global consumer products company to apply such a system to facilities 
and core contractors worldwide. The company seeks to maintain an independent moni¬ 
toring system that provides checks and balances to help ensure that standards are met. 

If certain aspects of Mattel’s manufacturing Principles are not being met, Mattel will 
try to work with them to help them fix their problems. New partners will not be hired 
unless they meet Mattel’s standards. If corrective action is advised but not taken, Mattel 
will terminate its relationship with the partner in question. Overall, Mattel is committed 
to both business success and ethical standards, and it recognizes that it is part of a con¬ 
tinuous improvement process. 

Mattel Children's Foundation 

Mattel takes its social responsibilities very seriously. Through the Mattel Children’s 
Foundation, established in 1978, the company promotes philanthropy and community 
involvement among its employees and makes charitable investments to better the lives 
of children in need. Funding priorities have included building a new Mattel Children’s 
Hospital at the University of California, Los Angeles (UCLA), sustaining the Mattel 
Family Learning Program, and promoting giving among Mattel employees. In November 
1998, Mattel donated a multiyear, $25 million gift to the UCLA Children’s Hospital. The 
gift was meant to support the existing hospital and provide for a new state-of-the-art 
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facility. In honor of Mattel’s donation, the hospital was renamed Mattel Children’s Hos¬ 
pital at UCLA. 

The Mattel Family Learning Program utilizes computerized learning labs as a way to 
advance children’s basic skills. Now numbering more than eighty throughout the United 
States, Hong Kong, Canada, and Mexico, the labs offer software and technology designed 
to help children with special needs or limited English proficiency. 

Mattel employees are also encouraged to participate in a wide range of volunteer 
activities as part of “Mattel Volunteers: Happy to Help.” Employees serving on boards 
of local nonprofit organizations or helping with ongoing nonprofit programs are eligible 
to apply for volunteer grants supporting their organizations. Mattel employees contribut¬ 
ing to higher education or to nonprofit organizations serving children in need are eligible 
to have their personal donations matched dollar for dollar up to $5,000 annually. 


Global Manufacturing Principles 

As a U.S.-based multinational company owning and operating facilities and contracting 
worldwide, Mattel’s Global Manufacturing Principles reflect not only its need to conduct 
manufacturing responsibly, but to respect the cultural, ethical, and philosophical differ¬ 
ences of the countries in which it operates. These Principles set uniform standards across 
Mattel manufacturers and attempt to benefit both employees and consumers. 

Mattel’s principles cover issues such as wages, work hours, child labor, forced labor, 
discrimination, freedom of association, and working conditions. Workers must be paid at 
least minimum wage or a wage that meets local industry standards (whichever is 
greater). No one under the age of 16 or the local age limit (whichever is higher) may 
be allowed to work for Mattel facilities. Mattel refuses to work with facilities that use 
forced or prison labor, or to use these types of labor itself. Additionally, Mattel does 
not tolerate discrimination. The company states that an individual should be hired and 
employed based on his or her ability—not on individual characteristics or beliefs. Mattel 
recognizes all employees’ rights to choose to associate with organizations or associations 
without interference. Regarding working conditions, all Mattel facilities and its business 
partners must provide safe working environments for their employees. 


Mattel Faces Product Recalls 

Despite Mattel’s best efforts, not all overseas manufacturers have faithfully adhered to its 
high standards. Mattel has come under scrutiny over its sale of unsafe products. In 
September 2007, Mattel announced recalls of toys containing lead paint. The problem sur¬ 
faced when a European retailer discovered lead paint on a toy. An estimated 10 million 
individual toys produced in China were affected. Mattel quickly stopped production at 
Lee Der, the company officially producing the recalled toys, after it was discovered that 
Lee Der had purchased lead-tainted paint to be used on the toys. Mattel blamed the fiasco 
on the manufacturers’ desire to save money in the face of increasing prices. “In the last 
three or five years, you’ve seen labor prices more than double, raw material prices double 
or triple,” CEO Eckert said in an interview, “and I think that there’s a lot of pressure on 
guys that are working at the margin to try to save money.” 

The situation began when Early Light Industrial Co., a subcontractor for Mattel 
owned by Hong Kong toy tycoon Choi Chee Ming, subcontracted the painting of parts 
of Cars toys to another China-based vendor. The vendor, named Hong Li Da, decided to 
source paint from a non-authorized third-party supplier—a violation of Mattel’s require¬ 
ment to use paint supplied directly by Early Light. The products were found to contain 
“impermissible levels of lead.” On August 2, 2007, it was announced that another of 
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Early Light’s subcontractors, Lee Der Industrial Co., used the same lead paint found on 
Cars products. China immediately suspended the company’s export license. Afterward, 
Mattel pinpointed three paint suppliers working for Lee Der—Dongxin, Zhongxin, and 
Mingdai. This paint was used by Lee Der to produce Mattel’s line of Fisher-Price pro¬ 
ducts. It is said that Lee Der purchased the paint from Mingdai due to an intimate 
friendship between the two company’s owners. On August 11, 2007, Zhang Shuhong, 
operator of Lee Der, hung himself after paying his 5,000 staff members. 

Later that month, Mattel was forced to recall several more toys because of powerful 
magnets in the toys that could come loose and pose a choking hazard for young chil¬ 
dren. If more than one magnet is swallowed, the magnets can attract each other inside 
the child’s stomach, causing potentially fatal complications. Over 21 million Mattel toys 
were recalled in all, and parents filed several lawsuits claiming that these Mattel products 
harmed their children. 


Mattel's Response 

At first, Mattel blamed Chinese subcontractors for the huge toy recalls, but the company 
later accepted a portion of the blame for its troubles, while maintaining that Chinese 
manufacturers were largely at fault. The Chinese view the situation quite differently. As 
reported by the state-run Xinhua news agency, the spokesman for China’s General 
Administration of Quality Supervision and Inspection and Quarantine said, “Mattel 
should improve its product design and supervision over product quality. Chinese original 
equipment manufacturers were doing the job just as importers requested, and the toys 
conformed to the U.S. regulations and standards at the time of the production." Mattel 
also faced criticism from many of its consumers, who believed Mattel was denying culpa¬ 
bility by placing much of the blame on China. Mattel was later awarded the 2007 “Bad 
Product” Award by Consumers International. 

Many critics asked how this crisis occurred under the watch of a company praised for 
its ethics and high safety standards. Although Mattel had investigated its contractors, it 
did not audit the entire supply chain, including subcontractors. These oversights left 
room for these violations to occur. Mattel has also moved to enforce a rule that subcon¬ 
tractors cannot hire suppliers two or three tiers down. In a statement, Mattel says it has 
spent more than 50,000 hours investigating its vendors and testing its toys. Mattel also 
announced a three-point plan. This plan aims to tighten Mattel’s control of production, 
discover and prevent the unauthorized use of subcontractors, and test the products itself 
rather than depending on contractors. 

The Chinese Government's Response 

Chinese officials eventually did admit the government’s failure to properly protect the pub¬ 
lic. The Chinese government promised to tighten supervision of exported products, but 
effective supervision is challenging in such a large country that is so burdened with corrup¬ 
tion. In January 2008, the Chinese government launched a four-month-long nationwide 
product quality campaign, offering intensive training courses to domestic toy manufacturers 
to help them brush up on their knowledge of international product standards and safety 
awareness. As a result of the crackdown, the State Administration for Quality Supervision 
and Inspection and Quarantine (AQSIQ) announced that it had revoked the licenses of 
more than 600 Chinese toy makers. As of 2008, the State Administration for Commerce 
and Industry (SACI) released a report claiming that 87.5 percent of China’s newly manufac¬ 
tured toys met quality requirements. While this represents an improvement, the temptation 
to cut corners remains strong in a country that uses price, not quality, as its main competi¬ 
tive advantage. Where there is demand, there will be people trying to turn a quick profit. 
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Mattel's Intellectual Property Fight with Bratz 

In 2004, Mattel became embroiled in a bitter intellectual property rights battle with for¬ 
mer employee Carter Bryant and MGA Entertainment Inc. over rights to MGA’s popular 
Bratz dolls. Carter Bryant, an on-again/off-again Mattel employee, designed the Bratz 
dolls and pitched them to MGA. A few months after the pitch, Bryant left Mattel to 
work at MGA, which began producing Bratz in 2001. In 2002, Mattel launched an inves¬ 
tigation into whether Bryant had designed the Bratz dolls while employed with Mattel. 
After two years of investigation, Mattel sued Bryant. A year later MGA fired off a suit 
of its own, claiming that Mattel was creating Barbie dolls with looks similar to those of 
Bratz in an effort to eliminate the competition. Mattel answered by expanding its own 
suit to include MGA and its CEO, Isaac Larian. 

Four years after the initial suit was filed, Bryant settled with Mattel under an undis¬ 
closed set of terms. In July 2008, a jury deemed MGA and its CEO liable for what it 
termed “intentional interference” regarding Bryant’s contract with Mattel. In August 
2008, Mattel received damages in the range of $100 million. Although Mattel first 
requested damages of $1.8 billion, the company is pleased with the principle behind the 
victory. 

In December 2008, Mattel appeared to win another victory when a California judge 
banned MGA from issuing or selling any more Bratz dolls. However, the tide soon 
turned on Mattel’s victory. In July 2010, the Ninth U.S. Circuit Court of Appeals threw 
out the ruling. Eventually, the case came down to whether Mattel owned Bryant’s ideas 
under the contract he had with the company. In April 2011, a California federal jury 
rejected Mattel’s claims to ownership. In another blow to Mattel, the jury also ruled 
that the company had stolen trade secrets from MGA. According to the allegations, Mat¬ 
tel employees used fake business cards to get into MGA showrooms during toy fairs. 
Mattel was ordered to pay $85 million in liabilities, plus an additional $225 million in 
damages and legal fees. MGA CEO Isaac Larian has also announced that he will file an 
antitrust case against Mattel. Mattel continues to claim that Bryant violated his contract 
when he was working for the company. 


Mattel Looks Toward the Future 

Like all major companies, Mattel has weathered its share of storms. The company has 
faced a series of difficult and potentially crippling challenges, including the recent verdict 
against the company in the Bratz lawsuit. During the wave of toy recalls, some analysts 
suggested that the company’s reputation was battered beyond repair. Mattel, however, 
has refused to go quietly. Although the company admits to poorly handling recent 
affairs, it is attempting to rectify its mistakes and to prevent future mistakes as well. 
The company appears to be dedicated to shoring up its ethical defenses to protect both 
itself and its customers. Mattel’s experiences should teach all companies that threats 
could materialize within the marketing environment in spite of the best-laid plans to 
prevent such issues from occurring. 

With the economic future of the United States uncertain, Mattel may be in for slow 
growth for some time to come. Today, Mattel faces many market opportunities and 
threats including the rate at which children are growing up and leaving toys, the role of 
technology in consumer products, and purchasing power and consumer needs in global 
markets. The continuing lifestyle shift of American youth is of particular concern for 
Mattel. The phenomenal success of gaming systems, portable media devices, smart¬ 
phones, and social networking sites among today’s youth is a testament to this shift. 
Children and teens are also more active in extracurricular activities (i.e., sports, music, 
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and volunteerism) than ever before. Consequently, these young consumers have less time 
to spend with traditional toys. 

Despite these concerns, Mattel has a lot to offer both children and investors. Barbie 
remains the number one doll in the United States and worldwide. And Barbie.com, the 
number one website for girls, routinely gets over 50 million visits per month. Further¬ 
more, all of Mattel’s core brands are instantly recognizable around the world. Hence, 
the ability to leverage one or all of these brands is high. A few remaining issues include 
Mattel’s reliance on major retailers, such as Walmart, Target, Toys “R” Us, and Amazon 
(which lessens Mattel’s pricing power), volatile oil prices (oil is used to make plastics), 
and increasing competition on a global scale. However, analysts believe Mattel has a 
great growth potential with technology-based toys, especially in international markets, 
in spite of changing demographic and socioeconomic trends. 

For a company that began with two friends making picture frames, Mattel has dem¬ 
onstrated marketing dexterity and longevity. The next few years, however, will test the 
firm’s resolve. Mattel is hard at work restoring goodwill and faith in its brands, even as 
it continues to be plagued with residual distrust over the lead paint scandal and its 
alleged theft of trade secrets. Reputations are hard won and easily lost, but Mattel 
appears to be steadfast in its commitment to restoring its reputation. 

Questions for Discussion 

1. Do manufacturers of products for children have special obligations to consumers and 
society? If so, what are these responsibilities? 

2. How effective has Mattel been at encouraging ethical and legal conduct by its manu¬ 
facturers? What changes and additions would you make to the company’s global 
manufacturing principles? 

3. To what extent is Mattel responsible for issues related to its production of toys in China? 
How might Mattel have avoided these issues? 
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CASE 

Mistine: Direct Selling 
in the Thai Cosmetics 
Market* 


This case summarizes the growth of Better Way (Thailand) and its highly successful 
Mistine brand of cosmetics. From its meager beginnings in 1991, Mistine has risen to 
become the dominant brand in Thailand’s direct selling cosmetics market. The brand’s 
value-based positioning (high quality at affordable prices), along with successful target 
marketing and a tightly integrated marketing program, has kept the company at the top 
of the market despite strong competition. Mistine’s success has allowed Better Way to 
expand its efforts into other countries, most notably in Asia, Europe, the Middle East, 
and Africa. Better Way is now looking to further expand its operations, perhaps into 
Western countries and China. 

Direct selling, global marketing, branding strategy, value, positioning, distribution strategy, 
integrated marketing communication, marketing implementation 

U nder the principle “to create a better way of life” for Thai people, Dr. Amornthep 
Deerojanawong, Thailand’s king of direct selling, in partnership with Boonyakiat 
Chokwatana, founded Better Way (Thailand) in 1988. In 1991, the company launched 
its Mistine brand and began its rapid ascent as a key player in Thailand’s direct selling cosmetics 
industry. Mistine started with fewer than 10 employees and 100 products at a time when the 
Thai people were not familiar with the direct selling model for cosmetics. Direct selling is 
the marketing of products to consumers through face-to-face sales presentations at home or in 
the workplace. Based on Mistine’s success, direct selling now accounts for over 60 percent of the 
market and is the preferred method of selling and distributing cosmetics in Thailand. Mistine 
and Better Way quickly became the leader in the Thai direct selling cosmetics market—a 
position it has held since 1997. The company’s distribution warehouses, among the largest in 
Asia, handle more than 7,000 products under the Mistine umbrella. These warehouses 
distribute products to approximately 1 million Mistine sales representatives around the globe 
and more than 1 million customers in Mistine’s membership program. 


*This case has been compiled and developed by Jennifer Sawayda, University of New Mexico, based on infor¬ 
mation supplied by Ekachai Wangprapa, Nuntiya Ittiwattanakorn, Rawadee Mekwichai, and Supishsha Sajja- 
manochai (Thammasat University, Thailand) with additional information from a project conducted in MIM 
XXI, Thammasat University, 2012. The case was developed under the direction of O.C. Ferrell and Linda Fer¬ 
rell, University of New Mexico, for classroom discussion rather than to illustrate effective or ineffective han¬ 
dling of an administrative situation. 
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Mistine's Marketing Program 

Mistine spends approximately 10 percent of its revenue on marketing and plans to 
increase its marketing budget as the company continues to grow. Company executives 
believe that Mistine’s double-digit growth will continue over the next few years. Their 
main concerns are primarily related to political situations in the countries where it does 
business, to the worldwide volatility of oil prices (oil is a key ingredient in many cos¬ 
metics), and to natural disasters, such as flooding and typhoons, that can disrupt the 
company’s operations. 

To attain its status as a leading direct seller in the cosmetics industry, Mistine worked 
to develop a highly efficient and effective marketing program. The company must regu¬ 
larly evaluate each component of its marketing program in order to maintain its compet¬ 
itive positioning against very strong competitors. 


Mistine's Product Mix 

Cosmetics under the Mistine brand are divided into five categories and target mar¬ 
kets: Body Care, Personal Care, Makeup, Fragrance, and Skin Care. An experienced 
production team develops hundreds of new and unique products each year. At least 
two to three new products are launched each month. Customers can be sure that 
they will receive only the highest quality, “value-for-money” products. Manufacturers 
who are certified by ISO 9001 and 9002 produce all of Mistine’s cosmetics. To 
ensure quality, Mistine and its manufacturers adhere to Good Manufacturing Princi¬ 
ples espoused by the U.S. Food and Drug Administration. Every Mistine product is 
thoroughly inspected and tested before being delivered to the warehouse. In addition, 
every Mistine product comes with a satisfaction guarantee that if for any reason a 
customer is unsatisfied with his or her purchase, Mistine will replace the product or 
offer a full refund without condition. 

To combat its key competitors, Mistine positions itself as an Asian company that pro¬ 
duces products that are developed and formulated especially for Asian woman. Mistine 
products are created to blend well with Asian complexions and skin tones. They are also 
made to better suit the warmer and more humid climate of the Asian region, so that the 
product stays on longer and looks fresher throughout the day. 

Mistine’s products are popular among Thai housewives, factory workers, teenagers, 
and consumers with a monthly household income of $200 or less. Yet as Mistine has 
gained prominence, it has also begun to reach out to higher-income professionals 
with new product offerings. In 2010, Mistine introduced Blemish Balm (BB) cos¬ 
metics through a partnership with Korean firm Klomar Korea Co., Ltd. Since its 
introduction, the BB line has become one of Mistine’s most popular cosmetic lines. 
The cosmetics industry in Thailand has exhibited a growing trend toward Korean 
cosmetics, particularly among teenagers. Thai men and women view Korean actresses 
and movie stars as being among the most beautiful women in Asia, and teenagers 
and younger people view Korean models and actresses as the ultimate in Asian 
beauty. Mistine is therefore collaborating with Korean firms to develop more 
Korean-type cosmetics for the Thai market. 

Mistine’s parent company Better Way has also introduced an entirely new line of pro¬ 
ducts under its own name, Faris by Naris. Faris by Naris products are imported from 
Japan, another country highly admired for its quality cosmetics. Unlike the Mistine 
brand, Faris by Naris products are sold using a premium pricing strategy. This shift 
toward more prestigious products implies that Mistine is looking to expand its target 
market to women in the middle to upper classes. 
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Mistine's Pricing Strategy 

Mistine’s core market, which accounts for 70 to 80 percent of sales, includes housewives 
with a high school diploma, an occupational certificate level or high occupational certifi¬ 
cate level of education, and a monthly household income of about $125 to $200 (U.S.). 
The company also targets professional women who earn $200 to $300 (U.S.) per month. 
While Mistine has traditionally priced its cosmetics to focus more upon the middle- to 
lower-income market, the company is expanding its emphasis to women making 
above average incomes at more than $480 (U.S.) per month. Mistine hopes to increase 
its number of sales to middle- and upper-class markets from 25 percent to 50 percent 
of sales. Furthermore, Mistine wants to fully leverage its product quality, popularity, and 
market-leading position. 

As a result, the company has started to increase prices. Historically, 80 percent of 
Mistine’s sales were for products that cost an average of $3 (U.S.) each. By boosting the 
average price to $6 (U.S.), Mistine estimated the average order would increase from $27 
(U.S.) to $45 (U.S.). Wage increases mandated by Thai law will also significantly impact 
Mistine’s pricing strategy. Since 20 percent of production costs go toward wages, wage 
increases are increasing Mistine’s prices by approximately 6 to 10 percent annually. 

Mistine's Distribution Strategy 

Mistine was the first domestic cosmetics company to use the direct selling model in 
Thailand. The company continues to sell the majority of products through direct sales 
but has also expanded into retail and e-commerce. Although the company does not 
own its own stores, Mistine’s products can be found in Tesco Lotus, Boots, Lotus 
Express, and 7-11 convenience stores. Consumers can also purchase Mistine products 
through the company’s Internet site or through its Mistine catalogue. An advanced com¬ 
puter system tracks sales, and Mistine’s fleet of trucks can deliver the product within one 
week of ordering. Mistine has also built a distribution center near the Suvarnabhumi 
Airport, which will make it easier to export to other countries. 

Mistine has also extended its reach globally. Although international markets com¬ 
prise only 2 to 3 percent of Mistine’s sales revenue, the potential for increased global 
sales is enormous. In addition to Thailand, Mistine’s products are sold in many 
Asian, European, Middle Eastern, and African markets, including countries such as 
Ghana, Iran, South Africa, and the Democratic Republic of the Congo. The Associa¬ 
tion of Southeast Asian Nations (ASEAN) trade agreement will help to increase 
Mistine’s global reach into other Southeast Asian countries. ASEAN is a trade agree¬ 
ment between Thailand, Cambodia, Myanmar, the Philippines, Malaysia, Singapore, 
Indonesia, Brunei, Laos, and Vietnam. As part of the agreement, tariffs between 
member states have been reduced or eliminated. This increases the opportunities for 
companies such as Mistine to expand their distribution. Additionally, in 2010, 
ASEAN members developed an agreement with China called ACFTA (ASEAN- 
China Free Trade Area) for free trade between the nations. This creates a lucrative 
opportunity for Mistine to tap into the world’s largest market of consumers. In 
anticipation of these increased growth opportunities, Mistine plans to build a new 
plant in Vietnam within the next few years. 

Mistine's Promotion Strategy 

Direct selling companies normally depend on word of mouth to develop brand aware¬ 
ness, recruit salespeople, and encourage product purchases. Better Way decided to do 
things differently by being the first direct selling company in the world to use mass 
media advertising. The company’s continuous advertising campaigns build its brand 
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image and position Mistine in customers’ minds. In addition. Better Way also developed 
many advertising campaigns to recruit salespeople. 

When the company first started, Dr. Deerojanawong used his credibility to advertise 
Mistine during interviews with the media and at seminars with educational institutions. 
People applied as district managers with the company mainly because of his reputation. 
He was certain that the district managers would be able to establish a large network of 
salespeople. To increase knowledge about the company, however, Mistine wanted to 
reach greater audiences. This eventually led it to move into television advertising. 

“Mistine is here!” was launched as the company’s first television campaign with the 
objectives to communicate to the public that Mistine is a direct selling cosmetics busi¬ 
ness and to create a brand character of beauty for Mistine’s products. Using the message 
“Mistine is here!” was an effective way for the public to envision a salesperson coming to 
visit them with Mistine products. After only two months, the campaign generated an 
incredible buzz as it increased brand awareness from 10 percent to roughly 70 percent. 
As Mistine continues to globalize, “Mistine is here!” has been translated into Burmese 
with plans to translate the slogan into Bahasa Indonesia and Tagalog. The company 
also markets itself as “The Asian brand for Asian women” as a way to promote the fact 
that its products are made to complement Asian skin tones. 

Mistine’s second advertising campaign was designed to assist district managers in 
their efforts to recruit new salespeople. This campaign consisted of two advertisements. 
The message of the first ad was that it was possible to buy a car by becoming a Mistine 
salesperson. Within three months, a total of 30,000 people applied and sales rose by 100 
percent. The message of the second ad was that it was possible to buy a house by becom¬ 
ing a Mistine salesperson. Again, the company succeeded in creating stronger brand 
awareness through this campaign. 

Based on this success, the company decided that the next step was to increase its cus¬ 
tomers’ confidence in Mistine products, as well as generate more product trial. As such, 
“If you’re not satisfied, we will give you your money back” was the concept for the third 
campaign. This campaign was not only successful in stimulating product trial, but it also 
created a great deal of brand switching from competitors’ products to Mistine products. 
In the end, there were few cases of product dissatisfaction or customers requesting their 
money back. 

Mistine has remained a first mover in the direct selling market by launching 
advertising campaigns featuring popular actresses, actors, and bands as Mistine 
brand ambassadors. Many of these celebrities have been featured on Channel 7 or 
RS Entertainment, Thai television channels with soap operas popular among Mis¬ 
tine’s core market. Mistine has become an expert at choosing celebrities that resonate 
with these target markets. To take advantage of the favorable impression of Korean 
cosmetics (especially among teenagers), Mistine used a famous Korean band to pro¬ 
mote its BB Powder. The company has also created its own Facebook page to extend 
its worldwide reach. 

Due to its extensive marketing campaigns, the Mistine brand is one of the best-known 
brands in Thailand. In 2011, the brand won a Superbrands award as the “brand most 
accepted by Thai consumers.” This high level of brand awareness has helped propel 
Mistine to a market leadership position in the Thai cosmetics industry. 

Mistine's Direct Selling Operation 

Mistine’s single-level marketing approach to its direct sales operations is simple and 
efficient. It is also suitable to the Thai culture and lifestyle. The company recruits 
district managers who in turn recruit as many salespeople as he/she can handle. 
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Each day the salespeople make their rounds to meet customers and prospective cus¬ 
tomers. Once a sale is confirmed, the salesperson submits a purchase order. Each 
salesperson earns a full 25 to 30 percent commission without having to share his or 
her earnings with others. The more sales a salesperson makes, the more income he 
or she receives. Each district manager earns a fixed salary plus commission based on 
sales generated by the salespersons under his or her responsibility. In addition, to 
increase morale, mobility, and efficiency, the company provides a car to each of its 
district managers and pays for their gas. 

In the direct selling business, the length of a selling period is critical and shapes the 
operation of the business. A selling period starts when the product catalog is sent to 
the sales force. The selling period ends when the sales force submits purchase orders to 
the company. Normally, direct selling companies use a three-week selling period, totaling 
18 periods within a year. Although Mistine used this approach, the company found that 
most salespeople did not begin selling products to customers until the last week of the 
selling period. As such, most of the customers’ purchase orders were generated from 
sales during the third week of the selling period. Accordingly, Mistine’s management 
decided to reduce the selling period to two weeks, resulting in 26 selling periods 
per year. 

The change was a challenge for Mistine’s operations. Because as many as 20,000 
purchase orders are submitted to the company each day, the company was forced to 
implement an efficient mail traffic management plan to control and balance the 
workload. Within a two-week selling period, personnel had only 10 days to work. If 
order processing was not completed each day, sales personnel would not be able to 
deliver the products as promised. After some time, the new operating plan worked 
smoothly and was a resounding success. Sales increased, and salespeople became 
more active in selling products. The impressive sales were not only a result of reduc¬ 
ing the distribution cycle but were also due to the positive attitude created through¬ 
out the company. The company’s pledge—“We will make Mistine No. 1”—was 
successful in motivating salespeople and office personnel to adapt to the changes 
and cooperate with the company’s direction. 

Mistine welcomes anyone, male or female, with free time, who would like to earn 
money, make new friends, and develop self-confidence. Salespeople can plan their 
own schedule and movement in order to reach target sales and obtain rewards. Mis¬ 
tine’s turnover rate for salespeople once averaged 200 percent per year because most 
salespeople sell Mistine products as a second job. However, the company was able to 
reduce turnover by 30 percent through simple improvements in order processing and 
fulfillment that streamlined many of the mundane, time-consuming tasks for sales¬ 
people. One example is the “Mistine Corporate Solution,” a strategic alliance with 
DTAC, a major Thai telecommunications provider. The system greatly increases effi¬ 
ciency and productivity by enabling salespeople to call the 24-hour Mistine Call Cen¬ 
ter for free when using the DTAC network. This innovative alliance not only made 
Mistine sales reps happier, it also cut Better Way’s phone expenses by $25,000 (U.S.) 
per month. 

With the belief that salespeople can live without Mistine, but Mistine cannot live 
without its salespeople, Mistine has launched several programs to maximize employee 
loyalty. The company provides life insurance with coverage of $50,000 (U.S.) to each 
salesperson. Nonmonetary rewards and recognition incentives for salespeople include 
crystal trophies, photos in the Hall of Fame, and prizes such as a gold necklace for 
achieving target objectives. Salespeople also have a chance to earn extra for surpassing 
sales goals. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


386 Part 5: Cases 


Mistine's Key Competitors 

Cosmetics are the number one product sold through direct selling channels in Thailand. 
The total direct selling market is more than $1.5 billion (U.S.) per year. Of that amount, 
the cosmetics market accounts for roughly 60 percent of all products sold via direct sell¬ 
ing channels. In terms of direct selling market share, the top four cosmetics companies 
are Mistine, Avon, Giffarine, and Amway. However, domestic brands and Asian compe¬ 
titors have begun to challenge the top four for dominancy. Price, quality, and attractive 
packages are the three most important criteria for Thai consumers when buying 
cosmetics. 

Founded in 1978, AVON Cosmetics (Thailand) Co., Ltd., is the 22nd branch of 
AVON Products Inc, USA. It was the first company in Thailand to use a single-level 
marketing direct selling approach for Thai consumers. With the company’s motto —The 
Company for Women —Avon targets teenagers and working women. Avon cosmetics are 
truly high-quality products for which the brand is recognized throughout the world. As 
such, it is not difficult for Avon Thailand to sell its products and gain the confidence of 
consumers. The company has a team of representatives known as Avon Members who 
are headquartered in Bangkok and visit all the customers in their areas of responsibility. 
The Members not only sell products, they also provide beauty tips, customer service, and 
ensure that customers are satisfied with the products. 

Giffarine Giffarine Skyline Unity Co., Ltd., was founded in 1966 by a team of Thai 
doctors and pharmacists. The company’s medical roots translate into its positioning 
today: Giffarine’s products are developed and tested with the highest standards of qual¬ 
ity. However, like Mistine, the company also focuses on affordable pricing. Giffarine’s 
portfolio includes a wide range of cosmetics, body treatments, household items, diet sup¬ 
plements, and health food products. Giffarine’s success can be attributed to several fac¬ 
tors. In addition to product quality, the company places a great deal of emphasis on 
social responsibility and ethics in the treatment of both customers and employees. Giffar¬ 
ine is also a master of multilevel marketing, which extends to how it structures its sales 
force. Its partnership with the website YouCanDo.net increased the online presence of 
Giffarine’s sales representatives. Giffarine also announced it would launch a direct- 
selling channel to better target the Thai population. 

Amway Established in May 1988, Amway (Thailand) Co., Ltd., sells various consumer 
products in addition to cosmetics, using a multilevel marketing approach. The com¬ 
pany’s most popular products include health products, herbal products, air purifiers, 
and water purifiers. Amway offers nutritional supplements under the Nutrilite brand 
and cosmetics products under the Artistry brand, both of which have high brand aware¬ 
ness among Thai consumers. The company has received ISO 14001 certification for envi¬ 
ronmental management systems and ISO 9001 certification for quality service standards. 
The company has also received awards for promoting social and environmental causes 
along with outstanding industrial relations and employee welfare. Unlike Mistine, 
Amway owns shops in Thailand. These shops exist to provide inventory for salespeople 
to sell to consumers. Although Amway products are more expensive, they are also per¬ 
ceived to be of high quality. 

New Competitors As the cosmetics industry within Thailand grows, domestic compe¬ 
titors are challenging Mistine’s market dominancy. U*Star is a cosmetic firm established 
in 2002 through a collaboration between a cosmetics firm and the entertainment 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Case 7: Mistine: Direct Selling in the Thai Cosmetics Market 387 


company GMM Grammy Music Records. The company is certified by ISO 9001 and 
Good Manufacturing Principles. Its distribution channels include direct selling and 
company-owned retail stores. The SS1JP Company owns the cosmetic brands Cute 
Press and Oriental Princess. Established in 1976, Cute Press is sold in more than 
150 retail stores. Oriental Press is sold mainly through retail channels and targets 
upper-class consumers. Consumer products company Aim Star also sells cosmetics as 
one of its product lines. It is the first Thai direct selling company to become successful 
in America. Mistine also faces competition from other Asian brands. Korean brands are 
perceived as more prestigious than domestic brands and are growing throughout the 
region. This is based on the fact that Korean movie stars and models are viewed as 
among the most beautiful Asian women. 

Strategic Assessment of Mistine 

In less than 30 years, Mistine has grown to be the market leader in the Thai cosmetics 
industry. Its then revolutionary idea to market its products through direct selling chan¬ 
nels was a hit with Thai consumers, spurring competitors to adopt similar channels of 
distribution. Mistine’s influence has caused the direct selling industry in Thailand to 
flourish. The company has succeeded in forming strengths that are hard for rivals to rep¬ 
licate and has become adept at seizing upon marketing opportunities. 

On the other hand, the increase in competition, both domestically and internationally, 
means that Mistine cannot remain idle. Rather, the company must constantly adapt to 
ensure that it retains its competitive advantages and market leadership position. Doing 
so requires Mistine to continually reassess its strategies and competitiveness. Case 
Exhibit 7.1 provides a SWOT analysis of Mistine’s competitive position. 


CASE EXHIBIT 7. SWOT Analysis for Mistine 




Strengths 


• Wide variety of products 

• High brand awareness 

• Highest market share in domestic market 

• Short selling period 

• Affordable prices 

• Strong corporate social responsibility program 

• Certifications for quality and environmental standards 

• Expertise at recruiting effective ambassadors 

• Different channels makes products more accessible to 
consumers 

• Strong partnerships with foreign companies 


Weaknesses 


• Quality perceptions 

• High employee turnover rate 

| • Large dependence on direct selling channel 

g • Failure to capitalize on e-commerce channels 
is • Multiple channels of distribution might potentially 
g alienate sales force 

O 

© 


Opportunities 

• High growth rate in the cosmetics industry and direct 
selling market 

• Popularity of Korean and Japanese cosmetic trends 

• Removal of tariffs through ACFTA 

• Expanding purchasing power in developing countries 


Threats 

• Growing competition from domestic brands 

• Potential for increased competition from new foreign 
entrants 

• Flooding and other natural disasters 

• Economic or political uncertainty 

• New minimum wage law 

• Rising commodity costs 
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Mistine's Strengths 

Mistine has high brand awareness and a loyal following among Thai consumers. The 
company is skilled at being able to meet its customer needs while leveraging ways to be 
more efficient. For instance, its expertise at recruiting celebrities to be brand ambassa¬ 
dors and its recognition of emerging trends (i.e., the growing popularity of Japanese 
and Korean cosmetics) are effective ways to spread awareness of Mistine among its target 
markets. The short selling period and the quick time it takes to deliver the products to 
customers enables Mistine to create more efficient direct selling operations and increase 
customer satisfaction. 

Mistine has also created strong partnerships with other countries, which could expand 
its global reach and perhaps decrease its production costs. For instance, Mistine is work¬ 
ing with a dealer in Ghana to sell its products in the country and has created a joint 
venture with a firm in Burma to build a second factory there. Mistine is also eyeing 
Indonesia as a potential prospect and has been in talks with a domestic business to sell 
cosmetics. However, Mistine will likely not use the “Mistine” name in Indonesia as Indo¬ 
nesian consumers are unfamiliar with the brand name. The company has already made 
lucrative partnerships with firms in Japan and Korea to collaborate on projects and 
import cosmetic products. 

Mistine has become adept at using the marketing mix to create competitive advan¬ 
tages. Affordable prices and multiple distribution channels make Mistine products acces¬ 
sible to a wide variety of stakeholders. Consumers can trust that Mistine products adhere 
to high quality standards. Mistine has also created a corporate social responsibility (CSR) 
program. The company founded the Dr. Amornthep Deerojanawong Foundation to give 
back to the community and provide relief for flooding victims. These CSR initiatives 
serve to create stronger relationships with Thai consumers as well as enhance the repu¬ 
tation of the Mistine brand. 

Mistine's Weaknesses 

Like all major companies, Mistine also has several weaknesses it must address to com¬ 
pete in the cosmetics market. Some of these weaknesses involve the very elements that 
Mistine has used to gain a competitive advantage. For instance, its low prices have 
made Mistine products accessible to a wide variety of stakeholders, but they have also 
added to the perception that Mistine products might be of lower quality. Mistine’s 
emphasis on the lower- and middle-classes has contributed to the idea that Mistine is a 
brand for those with lower incomes. This is becoming a challenge as Mistine tries to 
extend its reach to consumers with higher incomes. Better Way is trying to counter this 
perception of lower quality by raising prices (partially to offset the increase in labor 
wages) and investing in products with a more favorable perception, such as BB Powder 
and the brand Faris by Naris. However, price increases could backfire if they alienate the 
company’s core market of lower-income consumers. Mistine’s target market is more 
price-sensitive and may decide to switch brands if prices are raised too high. 

The high salesperson turnover rate is also a problem for Mistine, although its initia¬ 
tives have successfully reduced the turnover rate by 30 percent. Many distributors work 
at Mistine as a second job and are thus less committed to staying with the company. 
Higher turnover rates increase costs for Mistine because it must spend more resources 
to train new salespeople. The company’s dependence on its sales force to sell products 
further increases this risk. Perhaps to reduce this risk and compete against its established 
rivals, Mistine has adopted other distribution channels, including retail outlets and 
ecommerce. While this may turn out to be a significant strength for Mistine, it could 
also alienate its sales force. Salespeople may feel that by adopting other distribution 
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channels, Mistine is taking sales away from them. Mistine must work hard to balance the 
benefits that come with adopting multiple distribution channels with the needs and 
morale of its sales force. 

As social networking and digital communication become more important channels 
for direct selling, Mistine recognizes that it must use digital communication to keep 
up with these changing technological trends. The company created its own Facebook 
page and allows consumers to order products through its website. However, consu¬ 
mers have pointed out that the Mistine website is not satisfactorily equipped to han¬ 
dle orders. For instance, the main website ( ■■. mistine ) does not immediately 
allow consumers to order products. Instead, it has a section entitled “How to Order.” 
Users who click on “Online Purchase” will be redirected to the Better Way website 
( nvorderxe ) to make their purchases. The use of two different sites could be 
confusing for customers. Because the professional class tends to rely more upon the 
Internet, Mistine should work to make its website more user-friendly as it expands 
into higher income markets. 

Mistine's Market Opportunities 

Mistine has significant opportunities for growth in both the domestic and interna¬ 
tional markets. Direct selling is growing rapidly in other countries; the industry 
grew 30 percent in China in 2011. The purchasing power of consumers in countries 
such as China is increasing as well. This will likely increase the demand for cos¬ 
metics and other fashion items. The trend toward Korean and Japanese cosmetics 
and the popularity of Mistine’s BB Powder provides the company with an opportu¬ 
nity to enhance its brand image of quality. 

Perhaps one of Mistine’s most notable opportunities are the ASEAN and ACFTA 
trade agreements. These agreements give domestic companies a significant advantage 
over foreign brands such as Amway and Avon. As a Southeast Asian company, Mistine 
can take advantage of reduced trade barriers to export its products to other countries in 
the region. By leveraging its inclusion in ASEAN and its partnerships in other countries, 
Mistine has the chance to gain a profound competitive edge over its foreign rivals. 

Mistine's Market Threats 

In spite of its strengths and opportunities, Mistine faces many threats in the future. The 
growing competition from domestic cosmetic brands will force Mistine to watch its rivals 
SSUP, Aim Star, and U*Star closely, particularly as they too will be able to benefit from 
the ACFTA trade agreement. Additionally, while these trade agreements provide Mistine 
with an opportunity to enter foreign Asian markets more easily, it also provides foreign 
brands with greater ease of entry into the Thai market. Hence, Mistine may have more 
foreign competitors with which to contend. Korean and Japanese cosmetics brands could 
become a major threat due to the growing popularity of these brands among Thai 
consumers. 

As Mistine expands internationally, it will also likely run into trade barriers. Some of 
the countries in which it wants to expand have obstacles that Mistine will need to over¬ 
come if it wants to succeed. For instance, many African countries have poor infrastruc¬ 
ture, which may hinder distribution. Iran, another country in which Mistine wants to 
expand, has a high inflation rate. Mistine also faces barriers in its own home country 
with political uncertainty, the threat of natural disasters such as flooding, and higher 
production costs. The government-mandated wage increases will force Mistine to 
increase how it compensates its work force, which will likely translate into increased 
prices for Mistine products that could dissuade price-sensitive customers. Mistine must 
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make the decision on whether to pass these increases onto consumers through higher- 
priced products or find alternative ways to reduce its production costs. 


Mistine's Future 

Mistine successfully conquered Thailand’s direct selling cosmetics market within a very 
short period of time. The company’s success is based on Dr. Deerojanawong’s clear 
vision and determination. Since his death in 2000, his son Danai has been at the helm 
of Better Way. Danai’s contribution to the Better Way vision has been to take the 
Mistine brand into the modern era via an aggressive strategy of expansion into foreign 
markets. Considering the relationship of Thailand to its neighboring countries, its geo¬ 
graphic proximity, and Thailand’s position in Asia, foreign markets are an extremely 
interesting prospect for Mistine. The company opened manufacturing sites in the 
Philippines and Vietnam, and has successfully offered products for sale in Cambodia, 
Laos, Myanmar, and several Middle Eastern and African countries. These successes are 
due to Mistine’s affordable prices that match the income of the people in these countries. 
Moreover, Mistine’s advertising campaigns use popular actresses who are also well 
known to people in these countries. 

However, Mistine faces many challenges as it continues to grow. For instance, the 
firm missed its 2011 growth targets because of massive flooding in Thailand. Such natu¬ 
ral disasters may reoccur, causing consumers to forgo cosmetic purchases to focus on 
more immediate needs. Mistine must keep this mind when setting growth targets and 
sales goals. 

Danai knows that there will be many bumps on the road ahead, with strong compe¬ 
titors at Mistine’s doorstep. In looking ahead to the next 10 years, Danai is considering 
the best ways to take Mistine further into the global arena. How can Mistine leverage its 
current strengths to take advantage of global opportunities? How can the company 
maintain its number one position in Thailand while it simultaneously looks outside its 
borders, particularly in China, Russia, and even Western nations? Should Mistine invest 
in more technological innovations such as mobile apps to target the more technologically 
savvy professional market? As Danai considers these issues, his father’s words—“Face 
what you fear!”—echo in his mind. 

Questions for Discussion 

1. Based on the SWOT analysis provided in the case, what are the two or three factors 
that Mistine should stress in its strategic planning as it looks to continue its growth and 
dominance in the Thai market? How can Mistine match its strengths with its market 
opportunities to create competitive advantages moving forward? 

2. How can Better Way stay on top in Thailand while it looks to expand internationally? 

3. What specific marketing program initiatives would you recommend over the next five 
years? 
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CASE O 

BP Struggles to Repair 

Its Tarnished 

Reputation* 

Synopsis: 

In the wake of the Deepwater Horizon disaster in the Gulf of Mexico, BP faces a monumental 
task in reestablishing its sustainability-based branding strategy and repairing its tarnished 
reputation. This case examines the history of BP, its efforts to rebrand the company to focus 
on sustainability, and its environmental and ethical lapses preceding the Deepwater Horizon 
accident. BP had realized the need to become more environmentally responsible and was the 
first energy company to recognize the presence of global warming and launch initiatives to 
produce cleaner forms of energy. Unfortunately, the company’s questionable safety and 
environmental record effectively undermined its branding initiatives. To move beyond the 

Gulf oil spill, BP must find ways to repair its damaged reputation through a commitment to 
integrity and an authentic concern for both the environment and the company’s many 
stakeholders. 

Themes: 

Ethics and social responsibility, sustainability, corporate branding and positioning, corporate 
affairs, stakeholder engagement, strategic thrust 

P has experienced a lot of ups and downs over its hundred-year history—from 
nearly bankrupting its founder William D’Arcy to becoming one of the world’s 
largest energy companies. BP has also experienced its fair share of controversies 
regarding business practices, environmental damage, hazards to workers, and 
greenhouse gases. For some time, BP has attempted to turn a page in its history book 
toward a more environmentally friendly future through investments in renewable 
energy and ethics initiatives. British Petroleum changed its name to BP and then tried 
to rebrand itself as Beyond Petroleum. This rebranding was a signal to stakeholders 
that it was focused on sustainability and the need to move beyond nonrenewable energy 
sources. 

Changes in demand patterns for energy products require that firms respond to the 
value desired by a target market. BP was trying to position its products as not just 
commodities, but as differentiated products that support sustainability and other social 
responsibility concerns. One of the key concerns when such claims are made involves 
maintaining a product that is authentic and trustworthy. By using the Beyond 
Petroleum positioning, BP presented itself as being committed to investing in renewable 
energy, which has gained a great deal of popularity among consumers and other 
members of society concerned about the planet’s future. A marketing strategy has to be 


*O.C. Ferrell and Jennifer Sawayda, University of New Mexico, developed this case for classroom discussion 
rather than to illustrate effective or ineffective handling of an administrative situation. 
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built on a solid foundation of supportable claims about the true nature of the product. 
However, BP’s efforts backfired on April 20, 2010 when the explosion of the Deepwater 
Horizon oil rig, operated under the oversight of BP, created one of the greatest offshore 
oil disasters in history. 

This case provides an opportunity to observe the past efforts of BP to improve its 
image, along with how these efforts were eclipsed by the oil spill. Certain disasters 
resulting from company negligence are detailed in this analysis, and although BP 
made efforts to establish itself as a socially responsible company, the recent oil spill 
crisis undid many of BP’s marketing initiatives. While BP has experienced other 
disasters related to its social responsibility, before the 2010 oil spill, BP was garner¬ 
ing a better reputation as a socially responsible oil company. It became the first oil 
company to recognize the presence of global warming and to launch initiatives to 
produce cleaner forms of energy. This one disaster has tainted BP’s brand image, 
causing the company to lose billions of dollars and the reputation it worked so 
hard to build. 

The History of BP 

BP was founded more than a century ago by William D’Arcy, a wealthy British gentle¬ 
man who had invested all his savings in the quest for oil in the Middle East. While 
experts and scientists had encouraged D’Arcy to pursue the venture, after more than 
six years of drilling, both his patience and finances were running low. Finally, in 1908, 
the drillers had reached almost 1,200 feet when a fountain of oil spewed out. After long 
years of disappointment, the Anglo-Persian Oil Company, what would become BP, was 
born. The company quickly opened trade on the stock market, and D’Arcy, who had lost 
nearly his entire net worth, became rich. 

A naphtha field in Iran, located around 130 miles from the mouth of the Persian 
Gulf, was the first place where the Anglo-Persian Oil Company established a refinery. 
(Naphtha refers to any sort of petroleum product; in this case, the Anglo-Persian Oil 
Company was pumping crude oil.) George Reynolds, D’Arcy’s head manager for all the 
miners, quickly discovered that navigating this rugged land could take months. To facili¬ 
tate transportation of the oil, BP started building a pipeline through the area, and many 
of the necessary supplies had to be shipped from the United States. The huge scope of 
the undertaking drew workers from across the world—all of which were seeking work in 
helping to build the largest refinery in the world. 

By 1914, BP was about to go bankrupt again. The company had a lot of oil, but 
demand for that oil was low. The automobile had not become a mass-market product 
yet, and companies in the New World and Europe had first-mover advantages in the 
industrial oils market. An even worse problem was the strong smell of Persian oil, 
which eliminated it from the heating and kerosene lamp markets. 

Winston Churchill, who was at the time the British First Lord of the Admiralty, chan¬ 
ged all that. He felt that the British navy, which was the envy of the world, needed a 
reliable and dedicated source of oil. Oil executives had been courting the navy for some 
years, but until Churchill, commanders had been reluctant to abandon coal. Churchill 
was adamant that only Anglo-Persian, because it was a British-owned company, could 
adequately protect British interests. Parliament overwhelmingly agreed and soon was a 
major shareholder in the oil company. Thus began the debate over the repercussions of 
involving politics in the oil industry, a debate that only became louder throughout World 
War II, the Persian Gulf War, and the Iraq War. 

The twentieth century saw enormous growth in the oil industry, along with massive 
power shifts in the Middle East. In 1969, Muammar al-Gaddafi led a coup in Libya, 
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promptly demanding a tax increase on all oil exports. Gaddafi eventually nationalized 
BP’s share of an oil operation in Libya. This move led other oil-rich countries in the 
Middle East, including Iran, Saudi Arabia, Abu Dhabi, and Qatar, to eventually national¬ 
ize. The effect on BP was massive—between 1975 and 1983, the oil production in the 
Middle East fell from 140 million to 500,000 barrels. 

In order to survive, BP had to find new places to drill for oil. The Forties Field 
off the coast of Scotland, capable of producing 400,000 barrels of crude oil a day, 
and Prudhoe Bay in Alaska, where BP had tapped its largest oil field yet in 1969, 
were the two great hopes for BP’s future at this time. However, transportation of 
the oil was a problem. The remoteness of BP’s best sites would challenge not only 
BP’s engineering capabilities, but also more importantly its commitment to the envi¬ 
ronment. The Forties Field pipeline would eventually become the largest deep-water 
pipeline ever constructed, a project that required special attention due to the harsh 
weather. The Trans-Alaska pipeline system would become the largest civil engineer¬ 
ing project in North America, measuring nearly 746 miles long. The company per¬ 
formed extensive research to identify any potential environmental risks, making sure 
the pipeline included long above-water stretches to ensure that the warm oil trans¬ 
porting through it wouldn’t melt the permafrost. BP also had to take steps to ensure 
that habitat disruption would be minimal. The company tried to assure concerned 
stakeholders that the environment was a serious matter to them, which they would 
address with an intense level of focus and commitment. 

Questions About BP's Ethical and Social Conduct 

Unfortunately, BP’s actions have not always coincided with its words. The company’s 
promises to act as a responsible environmental steward have been marred by numerous 
instances of questionable behavior. As the company’s operating environment became 
more complex and chaotic, BP often lost sight of its responsibilities to the environment, 
employees, society, and shareholders. 

In March 2005, a huge explosion occurred at a BP-owned oil refinery in Texas that 
killed 15 employees and injured another 170 people. The company was found guilty by 
the Southern District of Texas for a one-count felony for violating the Clean Air Act and 
ordered to pay $50 million in criminal fines. The explosion was the result of a leak of 
hydrocarbon liquid and vapor, which then ignited. BP admitted that it had ignored sev¬ 
eral procedures required by the Clean Air Act for ensuring mechanical integrity and a 
safe startup between 1999 until the explosion in 2005. The BP case was the first prosecu¬ 
tion under a section of the Clean Air Act, which was created to help prevent injuries 
from such accidental leaks of explosive substances. 

The company was also charged with violating the Clean Water Act when Alaskan oil 
pipelines leaked crude oil into the tundra and the frozen lake. The leaks occurred in 
March and August of 2006, after BP failed to respond to numerous red flags. One of 
these flags was the dangerous corrosion of the pipes that went unchecked for more 
than a decade before the Clean Water Act violation. A contract worker discovered the 
first pipeline leak in March of 2006. This leak resulted in more than 200,000 gallons of 
crude oil spilling onto the fragile tundra and a nearby frozen lake and was the largest 
spill to ever occur on the North Slope. A second 1,000-gallon leak occurred shortly 
after the first, in August of 2006. Although it was small, the second leak led to the shut¬ 
down of oil production in the east side of Prudhoe Bay until BP could guarantee that the 
pipelines were fit for use. The fines resulting from these infractions included $12 million 
in criminal fines, $4 million in payments to the National Fish and Wildlife Foundation, 
and $4 million in criminal restitution to the state of Alaska. BP would later pay an 
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additional $25 million for violating clean-water and clean-air laws. Regular routine 
cleaning of the pipes is simple and would have prevented the 2006 oil leaks in Alaska. 
Nevertheless, in October 2007, BP recorded yet another spill near Prudhoe Bay. This 
time it was 2,000 gallons of toxic methanol, a deicing agent that spilled onto the tundra 
and killed many plants and animals. 

In the Northern District of Illinois, BP was charged with conspiring to violate the 
Commodity Exchange Act and also to commit mail fraud and wire fraud. The fraud 
involved purchasing more than the available supply of TET propane, and then selling it 
to other market participants at a price inflated well above market value. BP was forced to 
pay large fines for this market manipulation. The company had to pay $100 million in 
criminal penalties, $25 million to the U.S. Postal Inspection Consumer Fraud Fund, and 
restitution of $53 million. Additionally, BP had to pay a civil penalty of $125 million to 
the Commodity Futures Trading Commission. Furthermore, four former employees were 
indicted in February 2004 for conspiring to manipulate the propane market at an artifi¬ 
cially high price. The estimated loss to consumers who paid over market value exceeded 
$53 million dollars. The violation resulted in a 20-count indictment by a federal grand 
jury in Chicago. 

BP Tries to Repair Its Image Through Branding and Sustainability 

BP’s environmental, legal, and ethical transgressions demonstrate that the company has a 
history of disregarding the well being of stakeholders. The mistakes of BP and similar 
companies have caused many types of stakeholders to become more wary, especially 
after decades of repeated violations and misconduct across many different industries. 
Being an energy company, however, BP also finds itself in the midst of a key debate 
over the future of the world’s energy supply and such key issues as global warming and 
greenhouse gas emissions. In this regard, BP has taken major steps toward repairing its 
tattered image. 

One way BP worked to repair its damaged image was by changing its name from British 
Petroleum to simply BP and increasing alternative energy offerings in its product mix. John 
Browne, former BP chief executive proclaimed “we are all citizens of one world, and we 
must take shared responsibility for its future and for its sustainable development.” BP was 
the first global energy firm to publicly announce its recognition of the problem of climate 
change. While its primary product is still petroleum, BP accepts that global warming is 
human-made, and it has begun to seek alternative revenue streams in wind farms and other 
lower-emissions energy sources. 

To adapt to a changing world, BP launched its Alternative Energy business in 2005. 
While still a small part of its overall company, BP sees “going green” as an increasingly 
important part of its business which it will expand as it becomes more profitable to do 
so. The company has invested $4 billion in alternative energy and plans to double that 
amount by 2015. 

Wind BP has invested significantly in wind energy through the creation of wind farms 
across the nation. In the U.S., BP-operated wind farms have a total capacity of 1,955 
MW. In 2010, BP Wind Energy, in partnership with Ridgeline Energy, LLC, launched 
the Goshen North Wind Farm in Idaho, the state’s largest wind farm to date. The farm 
can generate up to 124.5 MW of wind energy, enough to power 37,000 American homes. 
The company also extended its strategic partnership with Sempra U.S. Gas & Power 
to develop two wind farms in Pennsylvania and Kansas with a combined power of 
560 megawatts (MW). BP currently operates 13 wind farms across the nation, with more 
underway. 
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Sola BP has installed 4 MW of solar panels at Walmart stores and helped develop a 
32 MW solar installation on eastern Long Island, enough to power approximately 5,000 
households. BP has also developed two of the largest solar power plants in the world in 
Spain, projects that will supply some energy to up to a million homes. However, accord¬ 
ing to its website, BP’s solar energy projects have not generated enough of a return to 
continue expansion in solar energy projects. The company has therefore decided to exit 
this sector. 

Biofuels BP became the single largest foreign stockholder in a Brazilian bioethanol 
company when it purchased a 50 percent stake in Tropical Energia S.A. In 2011, BP 
acquired the remaining 50 percent stake in Tropical Energia S.A. as well as an 83 percent 
stake in Brazilian ethanol producer Companhia Nacional de Acucar e Alcool. The com¬ 
pany sees these acquisitions as a crucial step toward becoming a leader in Brazil’s ethanol 
market. BP has also been working with DuPont to develop biobutanol, a biofuel with 
higher energy content than bioethanol. 

BP’s push into the biofuel energy sector prompted the creation of a special purpose 
entity (SPE) with Verenium Corporation, a leader in the development of cellulosic etha¬ 
nol, a fuel that is still in its infancy but that many hope will be the future of biofuels. 
Cellulosic ethanol is a renewable fuel produced from grasses and nonedible plant parts, 
such as sugarcane waste, rice straw, switch grass, and wood chips. Although at this point 
it is much more difficult and energy-intensive to produce than corn or sugarcane etha¬ 
nol, many believe that, as the technology improves, cellulosic ethanol will provide such 
benefits as greater per-acre yields and lower environmental impact. Another potential 
benefit is that cellulosic ethanol will not affect commodity or food prices, since it uses 
only waste products. 

In 2010, BP bought Verenium Corp.’s cellulosic biofuels business for $98.3 million. 
According to the CEO of BP Biofuels, BP remains dedicated to becoming a leader in 
the cellulosic biofuel industry. If all goes as planned, BP’s investment will help stimulate 
the development and production of cellulosic ethanol over other types of liquid fuels. 

Carbon Sequestration and Storage Carbon sequestration and storage (CCS) 
involves capturing greenhouse gas emissions from smokestacks and other sources of the 
pollutant and pumping the gases deep underground to empty oil or gas fields or aquifers. 
BP has been researching CCS since 2000 and opened the Salah Gas Field in Algeria for 
experimentation in 2004. BP captures and stores up to 1 million tons of carbon dioxide 
per year at Salah, which is equivalent to removing 250,000 cars from the road. Over 
3 million tons of C0 2 have already been stored underground at the site. While questions 
remain about the long-term effectiveness of CCS (no one knows for sure if the C0 2 stays 
underground, or whether it eventually leaks out), many energy companies such as BP see 
it as a promising technology. 

Other Energy-Saving Measures Beyond alternative energy sources, BP is also 
looking to save energy through better planning and implementation of its many 
operations around the world. The BP Zhuhai (BPZ) PTA plant is setting an example 
by using more efficient forms of energy. This development of more efficient, cleaner 
energy and the reduction of C0 2 emissions is an increasing priority in China. BPZ is 
working to set new standards and make a greater contribution in this area. A 
sequence of heat recovery projects has allowed the plant to optimize the use of 
steam as a way to reduce liquefied petroleum gas (LPG) consumption significantly. 
This has saved energy and reduced emissions. Additionally, by reducing fuel con¬ 
sumption, BPZ also has reduced the road safety and operational risks associated 
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with delivery and unloading of LPG. The BP Zhuhai plant has been so successful 
that a second plant was added in 2008. In 2011, BP announced it would open 
another plant at the site with a capacity of 1.25 million tons. 

BP has also unveiled a carbon offset program called BP Target Neutral, a not- 
for-profit organization. BP Target Neutral was established to help individuals and busi¬ 
nesses calculate their carbon footprint and advise them on ways they could reduce their 
impact. BP also provides carbon offsets for stakeholders to purchase. Carbon offsets are 
ways that stakeholders can “offset” the carbon they emit by supporting projects that 
reduce carbon emissions (e.g. a wind farm project). Participants provide payments to 
BP Target Neutral, which in turn invests the money in carbon reduction projects. Both 
FedEx and the British Olympic Association have participated in the BP Target Neutral 
program. 

In addition to its Alternative Energy program, BP has implemented environmental 
awareness programs in Britain to help stakeholders understand the impacts of global 
warming and the importance of sustainability issues. BP Educational Service (BPES) 
initiated the distribution of the Carbon Footprint Toolkit, an award-winning 
program designed to help high school students understand the effects of climate 
change and their own carbon footprint. Developed in conjunction with teachers and 
BP’s experts, the toolkit enables students to examine their school’s carbon footprint 
and to help develop carbon reduction plans for their schools. The Carbon Footprint 
Toolkit was originally developed as a response to teachers’ demands that came out of 
a series of “green” workshops that BP held. The toolkit received a prestigious award 
for e-learning at the International Visual Communications Association (IVCA) 
awards in 2007. 

BP Establishes a Code of Conduct 

To help deal with BP’s growing reputation for ethical misconduct, BP’s Ethics and Com¬ 
pliance team organized the creation, publication, and distribution of a company code of 
conduct in 2005, entitled “Our Commitment to Integrity.” The code was distributed to 
BP employees around the globe and is also publicly available online at the BP website. 
Given the multinational nature of the BP business, the code seeks to unite its diverse 
employees behind a set of universal standards of behavior. The cross-functional team 
that drafted the code of conduct faced many major challenges, like how to agree upon 
and communicate consistent standards for all BP employees regardless of location, cul¬ 
ture, and language. The code of conduct was the largest mass communications exercise 
ever attempted at BP. 

To ensure that BP employees are familiar with the code, the company holds aware¬ 
ness meetings to help employees understand its contents. Perhaps the most important 
role of the code is that it put BP’s ethical and legal expectations in writing for the first 
time. BP’s intension was to give clear guidelines for individuals covering five key areas: 
health, safety, security, and the environment; employees; business partners; government 
and communities; and company assets and financial integrity. 

It is now clear that BP’s code of conduct was not equipped to prevent the worst envi¬ 
ronmental disaster along the Gulf Coast. Regardless of the degree of comprehensiveness, 
ethical codes should always reflect upper management’s desire for compliance with 
values, rules, and policies. Most importantly, legal staff has to be called upon to ensure 
that the code correctly assesses key areas of risk. The BP code of conduct was not 
designed to resolve every legal and ethical issue encountered in daily operations, but 
the code should have helped employees and managers deal with ethical dilemmas in 
high-risk areas by prescribing or limiting specific activities. 
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The Worst Oil Spill in U.S. History 

Despite BP’s efforts to repair its image, safety violations continued at its facilities. In 
early 2010, U.S. regulators fined the oil giant $3 million for safety problems at an 
Ohio factory. The Occupational Safety and Health Administration (OSHA) found 
that workers might be exposed to injury or death should explosive or flammable che¬ 
micals be released at the factory. This violation was not an isolated event. Just four 
months earlier, OSHA had fined BP a record $87 million for not correcting safety 
problems that were identified after the 2005 explosion at its Texas refinery. These 
instances of safety violations culminated with the explosion at the Deepwater Horizon 
oil rig in April 2010. 

The Explosion 

It all started with an opportunity to tap into a new, highly profitable oil reservoir. The 
reservoir was dubbed “Macondo,” after the doomed town in Gabriel Garcia Marquez’s 
novel One Hundred Years of Solitude. To tap the reservoir, BP hired an oil rig from 
Transocean, Ltd. By April, the project was behind schedule, but BP was convinced it 
would lead to success. Then on April 20, 2010, an explosion rocked the rig, killing 
11 employees. The burning rig sank two days later. 

The situation quickly worsened because the well, located nearly a mile below the sur¬ 
face, was damaged in the explosion. Thousands of gallons of crude oil gushed into the 
Gulf of Mexico. BP sent submarine robots to the seabed in an attempt to activate the 
switch-off valve on the well. The entire process soon became a public relations night¬ 
mare, with BP sending out conflicting messages. One company official informed Fox 
News that BP had successfully activated part of a failed blowout preventer, which was 
slowing the oil flow. The announcement turned out to be false. BP’s underwater robot 
did in fact trigger a device, but the device did not stop the oil flow. 

The primary event that caused the explosion is unknown. However, investigations 
have suggested that BP’s actions made the well more vulnerable. One investigation 
implies that BP cut short procedures and quality testing of the pipe—tests that are 
meant to detect gas in the well. Some experts hypothesize that one of the final actions 
in installing the pipe—which involved cementing the steel pipe in place—was the catalyst 
for the explosion. A government panel investigating the crisis also concluded that BP, 
Transocean, and Halliburton—some of the major firms involved in the drilling—failed 
to adequately consider risks or communicate with one another on major decisions 
involving the well. 

One of the many criticisms levied against BP is its decision to use a less costly well 
design that some Congressional investigators have deemed “risky.” Installation of this 
design is easier and costs are lower. However, it also provides a better path for gas to 
rise outside of the pipe. While this did not cause the explosion, investigators believe it 
may have contributed to the well’s vulnerability. Although BP did not break any laws 
by using such a design, it ignored safer alternatives that might have prevented, or at 
least hindered, the accident. 

The next few months unleashed a series of failed efforts by BP to stop the flow. Oil 
washed up on the coasts of Louisiana, Texas, Alabama, Mississippi, and Florida, disrupt¬ 
ing the livelihoods of fishermen and others who depended on the Gulf for income. A 
constant stream of finger pointing took place among the administration and the public 
as everyone tried to decide who bore the most blame for the tragedy. With all eyes on 
BP, company actions were scrutinized, and often criticized, throughout the duration of 
the disaster. 
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Failure to Manage Risks 

The main question on everyone’s mind after the disaster was how BP could have over¬ 
looked the risks association with the Deepwater Horizon. The ocean rig did have safety 
systems in place, but these systems were not as safe as they could have been. For 
instance, the rig did not have a remote-control shut-off switch that would have been 
used as a last resort in a major oil leak disaster. However, neither Transocean (the rig’s 
owner) nor BP were breaking any laws by not having one; the Minerals Management 
Service (MMS), a federal agency charged with oversight of the nation’s offshore oil- 
and-gas industry, did not require such a device as long as the rig had a backup control 
system that could shut off the well in case of an emergency. Some suggest that this repre¬ 
sented a lapse in regulatory oversight on the government’s part. 

Yet this cannot explain other lapses in BP’s risk management strategy. Some suggest 
that BP cut corners in risk management to save time and money. For example, records 
reveal that nearly three of every four incidents that caused federal investigations into 
safety on deep-sea drilling rigs in the Gulf of Mexico were owned by Transocean. As 
the biggest client of Transocean in the Gulf of Mexico, BP had a responsibility to prop¬ 
erly oversee that appropriate precautions were taken to prevent a disaster. Later investi¬ 
gations also revealed that BP’s disaster recovery plan was inadequate. The plan contained 
several inaccuracies. For instance, one of the wildlife experts who were listed as emer¬ 
gency responders had been dead since 2005. The plan also estimated that should a spill 
occur, the company would be able to recover about 500,000 barrels of oil per day. In 
reality, it took BP months to contain the leak, at a spill rate of much less than what 
was listed in the contingency plan. The inaccuracies in BP’s disaster recovery plan high¬ 
light how unprepared the company was for a disaster like the Deepwater Horizon spill. 

Repercussions of the Disaster 

The BP oil spill has had and will continue to have wide-ranging repercussions for both 
BP and the oil industry. The financial toll on BP alone is extensive. BP share prices 
plunged over 50 percent after the accident. More than two years after the crisis, BP’s 
shares remained 33 percent lower than they had been before the spill. BP was also held 
liable for cleanup costs and damages. Under current legislation, the most BP would have 
to pay for economic damage would be $75 million, as mandated by the Oil Pollution Act 
of 1990. However, BP chose to go beyond what was required by law. Estimates place 
cleanup costs at $40 billion. 

The Justice Department has launched a civil lawsuit against BP, Transocean, Cameron 
International, Halliburton, and other companies, alleging that they knowingly took risks 
and disregarded safety rules. To successfully prosecute, the government must show that 
the disaster resulted from a deliberate flouting of the law or from negligence. If nothing 
else, BP may be charged with violating the federal Clean Water Act (constituting a civil, 
not criminal, charge). If found guilty, BP could pay up to $4,300 per barrel of oil released 
during the spill. 

One of the most immediate consequences of the disaster was the resignation of BP CEO 
Tony Hayward. Despite an impressive track record, including a net profit of $6.08 billion in 
the first quarter of 2010 and a seemingly dedicated attempt to “turn things around” at BP, 
Hayward became the face of the worst oil spill in U.S. history—and perhaps the scapegoat as 
well. Experts believe that it was Hayward’s verbal blunders, his lack of visible empathy, and 
failed crisis management that triggered his downfall. For instance, his comments on how he 
wanted “his life back” and his attendance of a yacht race made him appear unsympathetic to 
the Gulf crisis. With the heavy criticism Hayward had generated, the company felt that he 
would not be able to restore BP’s credibility. 
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The Long Road to Recovery 

After years of re-branding initiatives aimed at sustainability, it took only a few months 
for BP’s hard work to unravel. It took several wide-scale efforts to contain the oil leaking 
into the Gulf. In the interim, thousands of marine animals died in the oily waters, white 
sand beaches turned to black, and hundreds of people that depended upon the Gulf of 
Mexico lost part of their income. In August 2010—over one hundred days after the 
disaster began—BP plugged the leak and dug relief wells to effectively “kill the well.” 
However, the damage done to stakeholders was not over. More than 640 miles of shor¬ 
elines across several states were “tarred” with oil. 

To compensate stakeholders that depend on the Gulf, BP set aside a $20 billion 
escrow fund. A government-appointed administrator oversaw the claims. As always, 
though, compensating the right people for the right amounts is tricky. For example, 
how far from the coast should a claimant be in order to have an effective claim? What 
about the many workers without sufficient documentation to prove they worked in the 
Gulf? Although the escrow fund will serve to compensate some individuals, others will 
likely receive little or no compensation. 

Several investigations have been subsequently launched to determine where the blame 
lies. After performing an internal investigation of the incident, BP admitted fault but 
placed much of the blame on its contractors Transocean and Halliburton. A report by 
the National Commission came to a different conclusion. While it places some of the 
responsibility on Transocean and Halliburton, the panel found that lapses in manage¬ 
ment and oversight on BP’s part contributed to the disaster. The commission also placed 
some blame on the government, stating that the administration was too slow to respond 
and then created a liability by overreacting. The panel’s findings have led some to call for 
massive overhauls in oil industry regulation. 

Another investigation sheds additional light on why the oil spill became such a large- 
scale environmental disaster. Engineers discovered that the blowout preventer was 
indeed faulty. Instead of sealing the pipe completely, the blowout preventer blades got 
stuck in the pipe, leaving enough space for oil to leak out. BP filed lawsuits against the 
manufacturer of the blowout preventer, Cameron International Corp. Cameron settled 
with BP for $250 million. 

Perhaps the best news for BP was that the oil began biodegrading faster than expected 
due to bacteria, which fed on the methane in the crude. Although nature seems to be 
bouncing back, scientists have detected evidence of oil across several thousand square 
miles of seafloor. BP’s own recovery does not seem to be running so smoothly either. 
With its role in the disaster along with its public relations blunders, the company’s rep¬ 
utation has undergone a severe blow. BP has virtually become synonymous with oil spill 
in the minds of many stakeholders. Even with a renewed focus on energy-saving technol¬ 
ogies, BP’s marketing efforts might be viewed as little more than an attempt to regain 
credibility without any serious dedication to the environment. The company will need 
to work doubly hard to convince stakeholders that its marketing messages are authentic 
and sincere. 

Yet efforts are already underway. After the ousting of BP CEO Tony Hayward, American 
Bob Dudley took over operations. While BP originally appeared to downplay the 
catastrophe, Dudley freely admitted that the incident was a serious “catastrophe” 
and that the company was committed to the cleanup. BP hired former Federal Emer¬ 
gency Management Agency chief James Lee Witt and his public safety and crisis 
management consulting firm to help manage the incident and establish plans for 
long-term recovery. BP also created a safety organization that has been given author¬ 
ity to stop operations whenever danger is detected. 
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Although BP faces a $40 billion cleanup bill, a slew of negative publicity, and a 2010 
loss of $4.9 billion, the company is striving to rebuild its reputation. In addition to a new 
safety division at BP, CEO Dudley has appointed a board member with knowledge of 
process safety. The company is intent on attaining growth and will pay smaller dividends 
in order to spend more on oil exploration. Dudley also promised to make BP into the 
safest offshore energy operator in the business. Unfortunately, a day after this announce¬ 
ment, a U.K. safety regulator reprimanded BP for safety issues on three of its North Sea 
rigs—which draws BP’s commitment into question. 

Implications for BP's Marketing Strategy 

BP’s “Beyond Petroleum” positioning backfired due to the Deepwater Horizon environ¬ 
mental disaster. A firm can spend many years building a reputation, and it can be tarn¬ 
ished in a single day through an event that destroys the confidence of customers and 
other stakeholders. In this case, BP became the target of almost every group on the 
Gulf Coast negatively impacted by the environmental effects of the oil spill. BP’s attempt 
to move its product away from being a commodity like those of its competitors failed. In 
fact, about the only strategy available for BP was to apologize and try to compensate the 
victims of the disaster. One of the worst things that can happen is to make claims of 
being a sustainable company and then be involved in a disaster that is just the opposite. 
A priority for BP’s future marketing strategies, at least for its consumer products, is to 
restore its reputation as much as possible and build a foundation for more realistic and 
authentic marketing activities to build strong relationships and trust with consumers. 

Another area where BP the marketing strategy has to be improved is its public rela¬ 
tions activities with various stakeholders such as regulators, local government entities, 
business communities, and those who earn their living directly from the Gulf Coast envi¬ 
ronment. The company has taken action by investing heavily in advertising about the 
recovery from the disaster and the restored Gulf Coast beaches and hospitality industry. 
As BP does a good job with its public relations and compensation programs, it is 
attempting to create the groundwork for developing better relationships with customers 
in the future. 

From the beginning, BP proved it was able to overcome significant obstacles. It 
went from near bankruptcy to being one of the largest energy companies worldwide. 
BP has worked hard to overcome its negative image through sustainability marketing 
initiatives and social responsibility. However, BP’s emphasis on environmental 
responsibility backfired after the Deepwater Horizon disaster. Although it made 
great strides in repositioning its brand, it failed to properly manage its brand as a 
socially responsible company. 

The damage to BP’s Beyond Petroleum marketing strategy is not easy to repair. 
The development of trust is based on a firm’s commitment to integrity, transparency, 
and a concern for all stakeholders. In the future, BP needs to develop a marketing 
strategy that is seen as authentic in the face of the socially responsible corporation 
that it claims to be. 

Questions for Discussion 

1. Analyze BP’s efforts to improve sustainability and its reputation prior to the Deepwater 
Horizon disaster. Was the company on the right track? Why or why not? 

2. Because most BP products can be viewed as commodities, do you think consumers will 
avoid purchasing from BP because of its track record and the Deepwater Horizon disaster? 
Why or why not? 
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3. How can BP prove to its stakeholders that it is serious about social responsibility, sus¬ 
tainability, and ethics, and that its efforts are not just a public relations ploy? What strate¬ 
gic issues would you focus on in trying to repair the company’s reputation? 
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CASE 

Chevrolet: 100 Years 
of Product Innovation* 


This case examines Chevrolet’s history of product innovation, branding strategy, and successful 
product mix in connection with its relationship to parent General Motors and its rivalry 
with Ford. Chevrolet has a long history of success in developing and marketing cars, 
trucks, and SUVs that are practical, sporty, and affordable. The brand’s relationship with 
General Motors is both a strength and a weakness, especially in the aftermath of the 
federal government’s financial bailout of General Motors in 2008. Government demands 
for improved fuel economy and ever changing customer needs and preferences will be 
constant challenges as Chevrolet looks toward its next 100 years. 

Product innovation, product mix, branding, product strategy, competition, corporate 
reputation, evolving technology, customer loyalty, government regulation, international 
marketing 

G eneral Motor’s (GM) Chevrolet brand celebrated its 100th anniversary in 2011. 

Throughout its history, Chevrolet has launched many different vehicle models, 
some of them widely successful and others deleted from the product mix 
shortly after introduction. Over the years, the company has transitioned from an 
American icon into a worldwide brand known for quality and durability. Despite 
numerous successes and failures in its history, including the recent bankruptcy and 
bailout of parent company GM, Chevrolet is still going strong after a century of product 
innovation. 


A History of Product Innovation 

Ironically, Chevrolet exists because of its top competitor, Ford Motor Company. William 
Durant founded Chevrolet in 1911 to compete head on with Ford’s popular Model T. 
Durant had formed General Motors in 1908 but was ousted from the company three 
years later. To compete against Ford’s single model of vehicle, Durant realized that GM 
would need to create several different models. He applied this idea to his new company, 
Chevrolet. The brand was named after Louis Chevrolet, a top racer who was hired to 
design the first Chevrolet. Chevrolet’s initial model cost $2,000. This was a high-priced 
vehicle at the time, which Durant disliked because he wanted to compete directly against 


^Jennifer Sawayda, University of New Mexico, prepared this case under the direction of O.C. Ferrell for 
classroom discussion rather than to illustrate effective or ineffective handling of an administrative situation. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


405 



406 Part 5: Cases 


Ford on price. A disagreement between the two men resulted in Chevrolet leaving the 
company, but the name of the brand stuck. In 1915, Chevrolet released a less expensive 
model priced at $490, the same price as a Ford Model T. The company was acquired by 
General Motors in 1918 after Durant gained controlling shares in both companies, and 
Chevrolet went on to become one of GM’s most popular brands. Durant once again 
became GM’s president but was ousted a final time in 1920. 

With the Chevrolet brand, GM was able to give Ford a run for its money. In 1912, 
Chevrolet sold 2,999 vehicles, a mere 1 percent market share in the United States. By 
1920, Chevrolet was selling over 100,000 vehicles, and in 1927, it surpassed Ford in num¬ 
ber of cars sold. Five years later, one-third of cars sold in America were Chevrolets, 
although the Great Depression significantly weakened company sales. Over the ensuing 
decades, Chevrolet attempted to position its products as cutting-edge, equipping its vehi¬ 
cles with innovative technologies and even forming a joint venture with competitor 
Toyota in 1984 to learn more about Toyota’s famous production system (in turn, Toyota 
was able to gain entry into the U.S. market). The partnership, called New United Motor 
Manufacturing Inc., lasted until 2010. 

From its beginning with namesake Louis Chevrolet, the company had a penchant 
for racing. Chevrolet continued courting racecar drivers as endorsers, and racing greats 
Junior Johnson, Mark Donohue, Tony DeLorenzo, Dale Earnhardt, and Jeff Gordon all 
won races driving Chevrolet models. More recently, the Chevrolet Cruze, one of the 
company’s most popular models, won the Driver’s Championship and Manufacturer’s 
Championship in the 2010 World Touring Car Championship races. Chevrolet’s asso¬ 
ciation with racecar driving has established many of its models as sporty, high-quality 
vehicles. Chevrolet also provided engines for the 2012 Indy Racing League. By reenter¬ 
ing the Indy Racing League, Chevrolet has reinforced its racing heritage and brand 
image. 

Chevrolet's Product Mix 

Over the last 100 years, the Chevrolet brand has been associated with almost every type of 
vehicle on the road. The company has developed large trucks; delivery vans; full-size, mid¬ 
size, compact, and sub-compact automobiles; sports cars; and even racecars. This broad 
portfolio of products falls under the Chevrolet brand because of the strong brand equity 
that Chevrolet has developed over the last century. A vehicle’s brand provides many intan¬ 
gible attributes related to quality, design, utility, and self-image for the buyer. It is not 
uncommon for consumers to have extreme brand loyalty to either Chevrolet or Ford, espe¬ 
cially in the purchase of light trucks. Therefore, most of the vehicles sold under the Chevro¬ 
let brand name start with a competitive advantage over many other existing brands of 
vehicles. This is why General Motors uses the Chevrolet brand name on a broader diversity 
of their vehicles than any other brand. For instance, Cadillac, Buick, and GMC have much 
narrower portfolios of vehicles and more distinct brand images. Consequently, the Chevrolet 
brand is an asset to the launch of a new vehicle such as the Volt, an electric vehicle. 

Over the years Chevrolet has had many models, and not all of those models are dis¬ 
cussed in this case. Case Exhibit 9.1 shows the entire portfolio of Chevrolet vehicle mod¬ 
els sold in the United States. Here, we look at a number of models that represents the 
diversity of the Chevrolet product mix that exists today. 

Chevrolet is credited with being the first carmaker to create the idea of planned prod¬ 
uct obsolescence. Based on this concept, Chevrolet introduces a new car model each year, 
a type of product modification. This marketing strategy allowed Chevrolet to overtake 
Ford in sales. Many consumers look forward to each new model and are often encour¬ 
aged to trade in cars every year. 
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9. Chevrolet Models Sold within the United States 


Cars 

SUV s/Crossovers 

Trucks/Vans 

Electric Vehicles 

Sonic 

Equinox 

Colorado 

Volt 

Cruze 

Traverse 

Avalanche 


Malibu 

Tahoe 

Silverado 


Corvette 

Suburban 

Express 


Camaro 




Impala 




Spark 




Source: Based on 

Chevrolet website (http://www.chevrolet.com), accessed July 25, 

2012. 


Like all established companies, Chevrolet vehicles underwent several successes and 
failures. Some vehicles that Chevrolet thought would succeed failed miserably. The 1962 
Chevy Corvair was a popular Chevy vehicle until Ralph Nader published Unsafe at Any 
Speed, which pointed out safety issues with the Corvair’s steering. The car was eventually 
deleted from Chevrolet’s product mix. The Chevy Vega was another product failure after 
complaints of the car’s poor quality and product recalls created negative publicity. On 
the other hand, many Chevrolet vehicles became immensely popular, and some, such as 
the sporty Corvette, still exist today. The following vehicles helped cement Chevrolet’s 
reputation as an icon. 

Chevy Corvette 

The Chevy Corvette is one of Chevrolet’s most important milestones. The Corvette, 
first revealed at a car show in 1953, was GM’s initial foray into the sports car world. 
Despite initial enthusiasm for the Corvette, the first ones were not very popular. The 
introduction of the small-block V8 engine in 1955 changed that. GM engineer Zora 
Arkus-Duntov began to work with the engine to turn the Corvette into a racing 
vehicle. One year later, Arkus-Duntov raced the revamped Corvette at the Pikes 
Peak Hill Climb race. Arkus-Duntov won the race for his class and set a new record 
for stock cars. The 1957 Corvette achieved a reputation for speed, achieving 60 miles 
per hour (mph) in 5.7 seconds. The Corvette had embarked upon its reputation as 
“America’s sports car.” 

Chevrolet attempted to position the Corvette as a combination of sportiness and lux¬ 
ury. For instance, one of its early taglines was “looks like a sports car... feels like a sports 
car...performs like a sports car...how come it’s a luxury car?” The Corvette has gone 
through six generations, with each successive model undergoing additional modifications 
in quality and style. 

The Corvette has attracted many fans over the years, both on and off the racetrack. 
Corvette owners have included Alan Shepard (astronaut), Johnny Carson, Jeff Gordon, 
Jay Leno, and Vice President Joe Biden. The Corvette’s fame has made it into a presti¬ 
gious product with models selling from $50,000 to over $100,000. To celebrate its 100 th 
birthday in 2012, Chevrolet announced the release of the Corvette Centennial edition, 
available only in carbon flash metallic. 

Although the Corvette is still going strong, it has likely reached the maturity stage due 
to product innovations on newer Chevrolet models and changing customer tastes. The 
maturity stage occurs when growth begins to slow. In the case of the Corvette, the aver¬ 
age owner is in his or her fifties, which means that younger people are not purchasing 
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them as much, perhaps because they perceive the Corvette as the car that their parents 
or grandparents drove. In 2009, Corvette sales were the lowest they had been since 1961, 
and Corvette sales had decreased 48.3 percent since the year before. Some speculated that 
interest in sports cars was waning. However, this does not necessarily mean the Corvette 
is going away anytime soon. Whereas it looked as if the model might be declining in 
2009, Corvette sales reached a 19-month high in 2011. Loyal fans and the Corvette’s rep¬ 
utation as America’s sports car could keep the Corvette going strong for many more 
years. 

Chevrolet Camaro 

The Camaro is the story of a car model that would not be conquered. GM released the 
Camaro in 1967 to directly compete against the Ford Mustang. The competitive intent 
behind the Camaro was soon clear; when asked what the name of the small sportster 
meant, product managers stated that it was the name of an animal that ate mustangs. 
The model has gone through five generations and many ups and downs in popularity 
over its 35-year run. Toward the turn of the century, it became clear that GM was con¬ 
sidering discontinuing the Camaro, as new lineups did not have significant changes in 
design from previous ones. In 2002, the Camaro line was officially discontinued. Eight 
years later, due to the pressure from dedicated fans, GM resurrected the Camaro with 
the release of the 2010 model. The new Camaro blended design elements from the 
1960s with modern features, including Bluetooth connectivity, USB connectivity, and 
OnStar. It also took advantage of car lovers’ demands for speed. The car went on to 
win the 2010 World Car Design of the Year award. In fact, the Camaro was attributed 
to keeping the sports car industry from floundering. The recently released car sold well 
even in the midst of a recession, with sales of over 60,000 vehicles. 

When the new Camaro was announced in 2009, demand was so high that GM strived 
to create enough supply. Enthusiasts were paying $500 to $2,500 above the sticker price. 
Although demand has stabilized somewhat, the Camaro seems to be in the growth stage 
of the product life cycle. In 2009, when convertible sales were at a low, the Chevy 
Camaro sold well. Two years later it was outselling the Ford Mustang. Resurrecting the 
Camaro appears to be a smart move on Chevrolet’s part, but fierce competition and rap¬ 
idly changing consumer tastes will require the company to continually modify its prod¬ 
uct in order to maintain its competitive advantage. 

Chevrolet Impala 

The Chevrolet Impala was introduced in 1958 and went on to become one of Chevrolet’s 
best-known brand names. As a full-size family sedan, the Impala is one of Chevrolet’s 
larger car models. The Impala experienced extreme growth during the 1960s. Its 1963 
model, with its small-block V8 engine and front bucket seats, is now considered to be a 
collector’s item. The Impala’s best-selling year occurred in 1965 with sales of 1 million 
vehicles. Its popularity continued throughout the 1970s, and it was named the best¬ 
selling car in 1973. 

The Chevy Impala has undergone ten generations of new models. Its 1994-1996 mod¬ 
els have also become collector’s items largely due to their luxurious design and strong 
horsepower. The Impala is a common sight in the NASCAR races after it replaced the 
Monte Carlo, a car model discontinued by GM. However, the Impala has encountered 
a number of challenges during its long life span. The Impala began losing sales to mid¬ 
sized cars in the 1980s and continues to contend with its smaller rivals to this day. In 
addition, a suspension problem in Impala vehicles sold in 2007 and 2008 caused a 
class-action lawsuit to be filed against GM. 
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Despite these challenges, the Impala remains an industry leader in its segment. The 
Impala sold over 170,000 vehicles in 2010, an improvement of almost 4 percent from 
the year before. The amount of space the Impala offers and its better fuel efficiency 
gives it a competitive advantage. Yet its 2012 model received lackluster reviews and was 
criticized for using “cheap interior materials and construction.” Whether consumers per¬ 
ceive the vehicle similarly will largely determine if sales of the newest Chevy Impala will 
grow or stagnate. 

Chevrolet Cruze 

The 2010 Chevrolet Cruze was a risk that paid off for Chevrolet. This five-seat sedan 
designed to replace the unpopular Chevy Cobalt jumped almost immediately from the 
introductory to the growth stage. The success of the Cruze shocked industry experts. 
Within its first year of sales, the Cruze ranked as the tenth most popular vehicle within 
the United States. In June 2011, it became the nation’s best-selling car. 

The Cruze was released as a global vehicle. It was introduced in Europe in 2009 
and has since expanded to the United States, India, China, Mexico, and Russia. 
Approximately 270,000 vehicles have been sold in over 60 countries. The sedan com¬ 
bines safety, technology, speed, and greater fuel efficiency, sporting 10 airbags and a 
1.8-liter four-cylinder engine. The 2012 version of the Cruze, the Cruze Eco, can get 
42 miles per gallon (mpg) on the highway, currently the highest mileage for tradi¬ 
tional gas powered vehicles within the United States. Improved fuel economy is par¬ 
ticularly important in light of impending federal legislation mandating that vehicles 
get better mileage. 

To promote the Cruze, Chevrolet released a series of advertisements voiced by actor 
Tim Allen that tell viewers to “get used to more” while touting the Cruze’s technological 
advances and price tag of $17,000. The company chose to take an adversarial approach 
to the competition; its “Dear Corolla” advertisements subtly criticize the Toyota Corolla 
for not offering the latest technology in its vehicles. Such an approach recognizes the 
highly competitive industry the Chevy Cruze occupies. 

In spite of its initial success, analysts believe that the Ford Focus or Hyundai Sonata 
could easily supplant the Cruze. In many ways, the increasingly competitive nature of the 
auto industry has shortened the life cycles of many vehicle brands; whereas vehicles such 
as the Corvette have experienced long periods of growth, a competitive environment and 
increased government regulation could significantly shorten the Cruze’s growth period to 
a small number of years. It remains to be seen whether Chevrolet will be able to main¬ 
tain the Cruze’s competitive advantage over the long-term or quickly lose it to better- 
adapted rivals. 

Chevrolet Silverado 

Chevrolet’s pickup trucks are even more popular than its cars. After introducing its first 
truck in 1918, sales of Chevrolet pickup trucks surpassed car sales in 1989. Chevrolet 
positions its trucks as strong and durable, using the successful ad slogan “Like a Rock” 
in all its truck commercials for a decade. Its most popular truck is the Silverado. Accord¬ 
ing to USA Today, sales of the Silverado surpass the gross domestic product of several 
countries. Successive models of the Silverado have been manufactured to ensure a 
smoother ride, increase towing capacity, and improve fuel economy. For instance, the 
newer Silverado HD increased fuel efficiency by 11 percent. Improvements to the Chev¬ 
rolet Silverado pickup have resounded with consumers. 

The Silverado is available as three different types of pickup truck: light duty, heavy 
duty, and hybrid. Chevrolet’s heavy duty (HD) Silverado pickup truck won automobile 
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magazine Motor Trends Truck of the Year award for its ability to tow 21,700 pounds, its 
reduced vibrations, and its smoother ride. The ability to haul or tow large loads seemed 
to gain importance during the recession. For those who love big trucks but hate the large 
amounts of emissions they generate, the Silverado HD comes equipped with a new sys¬ 
tem that reduces nitrogen-oxide emissions. 

Chevrolet is trying to discover the right blend between America’s love for big trucks 
(the two best-selling vehicles in 2011 were trucks) and being environmentally friendly. 
As a result, it began manufacturing a hybrid Silverado. The hybrid Silverado has many 
of the same characteristics of a traditional Silverado, including high torque and horse¬ 
power, yet it can get 20 mpg in the city and 23 mpg on the highway (versus 15 mpg in 
the city and 20 mpg on the highway for the light duty Silverado). By making the Silverado 
greener, Chevrolet is not only preparing itself for tougher emissions regulations, but also 
appealing to the market’s demand for less-polluting trucks. 

Chevrolet SUVs/Crossover Vehicles 

SUVs, or sports-utility vehicles, became a hit during the 1990s as they provided owners 
with a sense of prestige and power. To meet this demand, GM created several SUV lines 
such as the Hummer. However, because SUVs require so much fuel, rising gas prices and 
greater concern for the environment contributed to their decline. As a result, GM dis¬ 
continued its Hummer line along with several of its Chevrolet SUVs, including the 
Trailblazer. 

Although SUVs seemed to be on the decline, they appear to be gaining in popularity 
once more. In 2008, when fuel prices were high, many consumers began switching to 
hybrid vehicles and smaller cars with greater fuel efficiency. However, when gas prices 
dropped to under $4 a gallon, SUVs made a comeback—with some slight modifications. 
Auto companies such as GM began manufacturing SUVs with better fuel efficiency. The 
safety of SUVs has also improved. Thanks to the addition of stability control within SUV 
models, studies indicate that drivers of SUVs are less likely to die in a crash than those 
driving smaller cars; the death rate for SUV drivers dropped 66 percent after newer 
models were introduced. 

This is good news for Chevrolet’s SUVs, which include the Suburban and the 
Tahoe. First emerging in 1936, the Suburban is the oldest surviving vehicle model 
in the United States. Today the Suburban appears to be in the growth stage as a 
favorite among families and was nominated by Kelley Blue Book as one of the Top 
10 Family Cars for 2011. One likely reason is due to its safety features, which 
include six airbags and traction control. In contrast, the Tahoe is targeted more 
toward those who need lots of space and who travel in more rugged terrain. The 
Tahoe has been one of the most popular SUV models since the 1990s. To attract 
eco-conscious consumers, Chevrolet also has a hybrid Tahoe model that gets 20 mpg in 
the city and 23 mpg on the highway. 

Chevrolet also combines features of smaller cars with those of SUVs through its cross¬ 
over vehicles. One of its most recent successes is the Chevrolet Traverse. Released in 
2008, the Chevrolet Traverse is targeted toward families. Kelly Blue Book also nominated 
it as one of the Top 10 Family Cars for 2011. The Traverse can seat eight and received 
high scores in crash safety from the National Highway Traffic Safety Administration. 
Sales of the Traverse grew 17 percent in 2010 from the previous year. The Chevrolet 
Equinox crossover vehicle is unique as it is powered by hydrogen fuel cells, making it 
more fuel-efficient than its contemporaries. Combined with its spacious interior, the 
advantages of the Equinox led to its nomination by Auto Press to the highest place on 
its list of Affordable Compact SUVs for 2012. 
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Chevrolet Volt 

Chevrolet’s product mix would not be complete without venturing into the electric vehi¬ 
cle industry. Its Chevrolet Volt, unleashed in 2010, runs on a battery but also uses gaso¬ 
line once the electrical charge is depleted. The Volt’s battery allows the vehicle to travel 
35 miles on electricity; it can then travel 37 more miles using gas. 

Initial views of the Volt seemed positive. In 2011, it was named as the winner of the 
World’s Green Car award. However, the Volt may take longer than anticipated to go 
from the introductory to the growth stage of the product life cycle. GM’s plans to sell 
10,000 Volts in 2011 were too optimistic; only approximately 8,000 Chevrolet Volts 
were sold. Many Chevrolet dealers were hesitant to sell the Volt due to a perceived lack 
of local demand. Such obstacles are not uncommon with new products, as both dealers 
and consumers need to learn more about the product before making a commitment to 
purchase it. The high price tag of $41,000 also increases the risk of purchase. While the 
current interest in electric vehicles is high, demand may take longer to catch up due to 
the high level of perceived purchase risk. 

The Volt faced a more serious challenge when its lithium-ion battery proved to be 
problematic in crashes. The battery caught on fire after three government crash tests, 
but the fires themselves would not occur until days or weeks after the crashes. Further 
investigations revealed that the coolant line got damaged during the crash tests. Coolant 
leaked onto the battery wires, eventually causing a fire. 

After these safety issues came to light, GM took quick action to address the problem. 
It created a plan to increase the reinforcement surrounding the battery pack and issued a 
voluntary recall on the more than 7,000 Volts already sold as well as the more than 4,000 
in its showrooms. It also provided loaner cars for consumers to use until their Volts were 
modified and offered to buy Volts back from customers who no longer wanted them. 
Although this quick action might have saved the Volt from an early demise, the initial 
safety challenges could still have a significant effect on demand. 

The safety issues have also provided threats and opportunities for the Chevy Volt’s 
prime competitor, the Nissan Leaf. Although both the Leaf and the Volt are electric vehi¬ 
cles, they are positioned differently. The Nissan is a truly electric car, whereas the Volt 
will run on gasoline if needed. GM’s VP of marketing saw this as a major advantage, 
using it to position the Volt as “a car first and electric second” and claimed that the 
Volt can give drivers the peace of mind that they will not become stranded if they use 
up the electricity reserves. However, the recent battery fires have reduced faith in the 
Volt and cast doubt on the electric vehicle industry as a whole. Nissan was quick to 
respond to these safety concerns by detailing the triple layer safety structure of its batter¬ 
ies. In 2011, the Nissan Leaf appeared to be taking the lead in the number of vehicles 
sold, but the Volt was catching up. With analysts predicting that only one will win in 
grabbing the majority of the U.S. market share, the stakes are high. 

Chevrolet's Branding Strategy 

Although the Chevrolet brand has evolved over the years, it maintains many of the 
same themes that it started out with a century ago: a quality vehicle with deep roots in 
America’s past. When Durant first envisioned Chevrolet, his desire was to create a low- 
priced vehicle that could compete head on with Ford. Therefore, one of its first slogans, 
“Quality at low cost” comes as no surprise. As Chevrolet vehicles became more popular 
with Americans, minus a dip during the Great Depression, the company wanted to 
firmly entrench the brand as a key part of American culture. It found part of this solu¬ 
tion by associating itself with American sporting events. In 1935, Chevrolet started 
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sponsoring the All-American Soap Box Derby, which it would continue to support for 
the next decade. Chevrolet vehicles driven by drivers such as Jeff Gordon and Jimmie 
Johnson would go on to become a common sight in racing circuits. 

On the promotional side, Chevrolet adopted a patriotic theme with taglines such as 
“America’s Best Seller, America’s Best Buy” and “Baseball, hot dogs, apple pie and 
Chevrolet.” One of its most popular taglines “Like a Rock” began in 1991 to describe 
its Chevrolet pickup truck. The tagline imbued the brand with a sense of strength and 
durability. Chevrolet would continue its American theme with its “An American Revolu¬ 
tion” tagline adopted in 1994 and its most recent “Chevy Runs Deep.” 

The Chevrolet brand resonates with consumers, so much so that the company’s mar¬ 
keters must exert caution when implementing changes. For instance, in 2010 GM 
decided the company would stop using the popular American nickname Chevy and 
only use Chevrolet in corporate communications and advertising. Although American 
consumers were encouraged to still use the popular nickname, employees were not to 
use Chevy internally. The reasoning behind this was that international buyers of Chevro¬ 
let tended to get “Chevy” and “Chevrolet” confused, believing that they were different 
cars. However, consumer backlash and managerial changes convinced GM to drop this 
plan. 

Changing the tagline to “Chevy Runs Deep” has not been free from criticism either. 
Chevrolet fans did not feel that the slogan was as strong as previous ones, and others 
were unsure about what it meant. This confusion caused GM to begin overhauling its 
marketing to clear up the confusion. According to Chevrolet’s marketing director, the 
tagline is meant to have an emotional impact while tying Chevrolet to its American 
heritage. 

While Chevrolet modifies its taglines to fit certain countries, many of its taglines are 
used for multiple countries to create strong brand cohesiveness. Globally, the company 
positions its vehicles along four values: durability, value, practicality, and friendliness. 
In South Africa, Chevrolet commercials have emphasized familial values as well as 
excitement. Taglines include “Captiva. Made for Memories.” and “Where Will Chevrolet 
Take You?” Although Chevrolet has adopted more of a global brand strategy, it still cus¬ 
tomizes its branding to appeal to certain markets. 

General Motors' Rivalry with Ford 

General Motors is one of the “Big Three” carmakers in the United States, along with 
Ford and Chrysler. Although Ford and Chrysler are formidable competitors to Chevrolet, 
most view Ford as being the more serious rival. Ford and Chevy vehicles are both con¬ 
sidered to be practical and affordable cars, and although Chevy is generally viewed as 
being sportier than Ford, Ford’s sports vehicles like the Mustang are direct competitors 
to Chevy’s sports cars. While Chrysler came onto the scene later during the 1920s, Ford 
and Chevrolet are closer in age and have been competing since the inception of 
Chevrolet. 

This highly competitive rivalry has challenged many of Chevrolet’s branding strate¬ 
gies. For instance, Ford is also deeply entrenched in American culture. Many view the 
Model T as the first American car, although it would be more accurate to say it was 
the first one produced for the masses. The unproven statement by founder Henry Ford 
regarding the Model T, “You can paint it any color, so long as it’s black,” is remembered 
nearly a century later. Ford also claims that its Ford Aerospace engineers and technicians 
helped place a man on the moon by helping to design and provide services for NASA’s 
Mission Control Center. Supporters of Ford are more likely to view Ford as a greater 
part of America’s heritage than Chevrolet. 
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From the beginning. Ford has also made a name for itself in racing history, starting 
with founder Henry Ford’s 1901 win against professional driver Alexander Winton in a 
vehicle he manufactured himself. Ever since racing has become an important part of 
Ford’s DNA. The car company has had a notable presence in the Indy 500, Formula 
One, and NASCAR series, with drivers like Tom Kendall, Jacques Villeneuve, John 
Force, and even Paul Newman choosing to race Ford vehicles. Creating solid connections 
to America’s past is an important part of Ford’s branding strategy. 

Ford and General Motors also take very different approaches toward marketing. 
While Chevrolet’s tagline “Chevy Runs Deep” is an attempt to position the brand as a 
critical part of America’s heritage. Ford’s tagline “Ford. Drive One.” and its previous 
taglines of “Bold Moves” and “Have You Driven a Ford Lately?” evoke a more exclusive 
image than Chevrolet. Ford and GM also differ in how they brand their vehicles. Ford 
takes a family branding approach to its vehicles, placing the Ford name along with the 
brand of the vehicle on the car. General Motors, however, has embraced invisible brand 
architecture, beginning in 2009. Prior to this time, GM was placing its “Mark of Excel¬ 
lence” logo on its vehicles to connect them with the parent company. But in 2009, GM 
expressed its intention of allowing its vehicles to stand on its own. New Chevrolet vehi¬ 
cles will not have any visible affiliation with GM, nor will GM’s other brands. This 
branding strategy has both advantages and disadvantages. Family branding informs con¬ 
sumers when the same company offers a slate of different vehicles. If the consumer has a 
favorable impression of the company or even an individual model, then he or she is 
likely to carry that perception over to another company model. On the other hand, fam¬ 
ily branding risks contaminating the entire family if one product in the mix is perceived 
to be inferior. In the case of GM, the company’s bankruptcy and subsequent bailout 
had the ability to contaminate its four brands of vehicles, in spite of their individual 
merits. By adopting invisible brand architecture, GM is reducing the risk of brand 
contamination. 

International Marketing 

Chevrolet sells over 4 million vehicles in more than 140 countries and accounts for 
roughly 70 percent of all GM sales in foreign markets. While Chevrolet has tried to cre¬ 
ate a consistent brand image across the world, its products differ by market. For 
instance, South Africa Chevrolet’s product line includes the Chevrolet Spark, Aveo, 
Lumina, Optra, Cruze, Orlando, and Sonic. In Brazil, Chevrolet’s product line includes 
the Camaro as well as the Chevrolet Captiva, Prisma, S10, Meriva, Zafira, and Astra. 
The different models appeal to the differing tastes of Chevrolet’s various target markets. 

Although for years Chevrolet has portrayed itself as an American brand, in reality the 
brand has become truly globalized. In fact, marketers at Chevrolet are now trying to 
embed the Chevrolet brand into other cultures just as they set off to make it a core 
part of American culture. In an attempt to create greater brand awareness, GM has 
decided to rebrand Daewoo—a South Korean brand that GM acquired in the early 
2000s—as Chevrolet. Despite the fact that sales of Daewoo vehicles have increased in 
recent years, GM recognizes that many South Koreans lack awareness of the Chevrolet 
brand. It hopes that recasting Daewoo as Chevrolet will increase awareness and allow 
Chevrolet to compete against its competitors. 

Chevrolet’s sales are still highest in the United States, followed by Brazil. However, 
China is not far behind. China is now the third largest market for Chevrolet and is the 
largest market in the world for vehicles. Chevrolet sells a variety of vehicles in China, 
including the Volt, Camaro, Captiva, Aveo, Sail, and Spark. GM has entered into several 
joint ventures with Chinese companies in order to sell Chevrolet vehicles within the 
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country. China is also a lucrative market for electric vehicles (EVs), and Chevrolet is 
optimistic about how the Chevy Volt will fare. Yet the company also faces many chal¬ 
lenges in its plans to introduce EVs into China. The Chinese government has mandated 
that foreign EV automakers enter into joint ventures with domestic companies to pro¬ 
duce EVs in China. Such joint ventures offer many advantages but also require Chevrolet 
to share some of its trade secrets with its partners. For this reason, GM has decided to 
import the Chevy Volt, forgoing certain benefits rather than share the Volt’s 
technologies. 

Another challenge for Chevrolet relates to customization. Customizing vehicles to dif¬ 
ferent markets takes time, and GM managers want to increase production and decrease 
the commercialization process. This has led GM to consider a new design for its vehicles 
that incorporates “global core architecture.” Such a move would enable GM brands to 
create a more standardized design with slight adaptations for different markets. This 
would likely save GM both time and money, but because cultural tastes can significantly 
differ, a globalized design is not without risks. It is uncertain whether Chevrolet can cre¬ 
ate a standardized vehicle that will be accepted by several different cultures. 

Challenges and Recovery 

After nearly a century in business, Chevrolet faced its greatest threat with GM’s bank¬ 
ruptcy in 2008. The company required a massive $50 billion government bailout, and 
although GM has rebounded, its reputation will take a while to recover. According to 
GM CEO Dan Akerson, the company “failed because we failed to innovate.” Ford, the 
only one of the Big Three automakers that did not accept a government bailout, took a 
combative approach against its competitors in its advertising. The company filmed one 
ad of a customer who had just bought a new Ford pickup truck as saying, “I wasn’t going 
to buy another car that was bailed out by our government. I was going to buy from a 
manufacturer that’s standing on their own: win, lose, or draw.” Although the commercial 
was later pulled from the air (Ford stated that it had run its course), this viewpoint 
represented the sentiments of many Americans who felt that GM and Chrysler had over¬ 
extended themselves and then depended upon taxpayers to bail them out for their 
mistakes. 

Despite these dark times for GM, CEO Akerson stated that he viewed Chevrolet 
as an innovation powerhouse and believed the brand would bring GM back from the 
brink of collapse. The recovery, however, has been painful for GM. The company 
dropped half its brands from its product mix, including Pontiac, Hummer, Saturn, 
and Saab. Although this gives customers fewer vehicle brands from which to choose, 
it might benefit Chevrolet in the long run as GM can now focus more upon modify¬ 
ing its remaining brands. 

Such modifications will be important as environmental conditions in the market 
continue to change. For instance, new and impending regulations require automakers 
to create vehicles that are more fuel efficient. By 2025, vehicles must be able to reach 
54.5 miles per gallon. Such changes will be costly and demand that GM take action 
now. Thus, new Chevrolet vehicles are likely to be lighter and possess more energy 
saving technologies. Such modifications are essential to ensuring that Chevrolet meets 
both consumer demands and the regulatory demands of the government. 

The Chevrolet brand is a model to which marketers aspire. Unlike so many other 
brands, it has lasted for a century due to its innovative product modifications and ability 
to rebound from failures. It must continue to seize market opportunities, constantly 
modify its products, and adapt its brand to changing customer tastes. Successfully meet¬ 
ing these criteria could enable the Chevrolet brand to succeed for another century. 
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Questions for Discussion 

1. Evaluate the diversity of vehicle types and sizes that are sold under the Chevrolet brand 
name. What strengths and weaknesses are evident in Chevy’s product mix? 

2. How has Chevrolet strategically managed its brand and reputation over the last 100 years? 
What opportunities and threats will affect Chevy’s branding and reputation in the 
future? 

3. What specific marketing strategies would you recommend that might help Chevrolet 
last another 100 years? How important is Chevy’s legacy of innovation to the brand’s 
future? 
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CASE 


10 


Wyndham Worldwide 
Adopts a Stakeholder 
Orientation Marketing 
Strategy* 


From its founding in 1981, Wyndham Worldwide has emerged as a global powerhouse 
in the lodging, timeshare, and rental industry. Along the way, Wyndham struggled 
through several mergers and acquisitions and an inconsistent branding strategy. After 
struggling through the recession of 2008, Wyndham moved quickly to reinvigorate its 
core brands and launch new lodging concepts, all with a laser focus on a stakeholder 
orientation marketing strategy. This case briefly reviews Wyndham’s history and 
challenges that the company faced in becoming the powerful brand that it is today. 
Wyndham’s multifaceted stakeholder orientation marketing strategy is also reviewed 
with consideration for how Wyndham’s brands have become synonymous with quality, 
ethical leadership, customer satisfaction, and sustainability. 

Stakeholder orientation, marketing strategy, branding strategy, ethics, sustainability, 
social responsibility, corporate reputation, customer satisfaction, international 
marketing 

W yndham Worldwide, headquartered in Parsippany, New Jersey, is a leading 
global provider of travel-related services, including lodging, timeshare 
exchange, and rentals. The company can be broken down into three 
components: Wyndham Hotel Group, Wyndham Vacation Ownership, and Wyndham 
Exchange & Rentals. Each of these parts is comprised of different companies and 
brands that are well known in their own right. Despite the many services the 
organization offers, Wyndham Worldwide is best known for its hotel chains. Wyndham 
Hotel Group consists of more than 7,200 franchised hotels, including well-known brands 
such as Days Inn, Howard Johnson, Super 8, Ramada, and Planet Hollywood. Case 
Exhibit 10.1 provides an overview of Wyndham’s product mix. 

Since Wyndham Worldwide became an independent company in 2006, the company 
has achieved a solid reputation for quality and strong stakeholder management. Many 
different stakeholders view Wyndham Worldwide as a company that truly cares about 


*Harper Baird and Jennifer Sawayda, University of New Mexico, developed this case, with assistance from 
Chandani Bhasin and Cassondra Lopez, under the direction of O.C. Ferrell and Linda Ferrell, University of 
New Mexico. The case is intended for classroom discussion rather than to illustrate effective or ineffective 
handling of an administrative situation. 
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CASE EXHIBIT io. Wyndham’s Product Mix 


Wyndham Hotel Group 

Wyndham Exchange & Rentals 

Wyndham Vacation Ownership 

Wyndham Hotels and Resorts 

Wyndham Vacation Rentals 

Club Wyndham 

Wyndham Grand Collection 

Landal Greenparks 

Wyndham Vacation Resorts Asia Pacific 

Wyndham Garden 

cottages4you 

WorldMark 

TRYP 

Canvas Holidays 


Wingate 

James Villa Holidays 


Hawthorn Suites 

Hoseasons 


Microtel Inns & Suites 

RCI 


Dream Hotels 

Planet Hollywood 

Ramada Worldwide 

Night Hotels 

Baymont Inns & Suites 

Days Inn 

Super 8 

Howard Johnson 

Travelodge 

Knights Inn 

The Registry Collections 



Source: Wyndham Worldwide website, (http://www.wyndhamworldwide.com/about-wyndham-worldwide/our-brands), accessed August 31, 2012. 


their needs and concerns. The company’s stakeholder initiatives and strong ethics and 
compliance programs are role models for practices within the hotel and resort industry. 

History and Background 

Trammel Crow founded Wyndham Hotel Corporation in 1981. The company grew rap¬ 
idly and merged with Patriot American Hospitality, Inc. in 1998. The newly merged 
company was renamed Wyndham International, Inc. The new Wyndham embarked 
upon an aggressive acquisition strategy by acquiring other hotels and companies. How¬ 
ever, the organization made the common mistake of growing too rapidly, acquiring mas¬ 
sive debt in the process. Patriot American sought a $1 billion bailout from private 
investor groups. The company underwent an extensive restructuring process, in which 
Patriot became a wholly owned subsidiary of Wyndham International. 

In 2005, Cendant Corp. bought the Wyndham hotel brand. The stock price of 
Cendant had remained stagnant since its merger with CUC International in 1997— 
a company that was later implicated in one of the largest accounting frauds of its 
time. Unfortunately for Cendant, the acquisition of Wyndham did not do much to 
raise its stock price. One year later, Cendant spun off its lodging, vacation exchange, 
and rental businesses to create Wyndham Worldwide and the Cendant name was 
officially retired. 

Despite these changes, Wyndham Worldwide continued to face challenges. For 
instance, its hotel brands had earned a reputation for inconsistency. Each hotel 
seemed to differ from the other, making it difficult for Wyndham to establish a 
solid brand identity. CEO Stephen Holmes blamed its identity crisis on ineffective 
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marketing by previous investors. Holmes believed the key to success was to create a 
consistent look for the brand and hired designer Michael Graves to redesign its 
hotels. Then the recession hit. With hotel demand decreasing, Wyndham posted a 
quarterly loss of $1.36 billion in 2009 and was forced to sell more shares to raise 
needed funds. However, the CEO for its hotel division, Eric Danziger, continued to 
work to create a more consistent brand image for Wyndham hotels. In creating its 
new image, the company also began expanding its international reach by acquiring 
hotel brands in major international cities. Today, Wyndham Worldwide is located 
on six continents and employs 25,000 people globally. 

Wyndham's Branding Strategy 

For some time, many people considered the quality of service and benefits at Wyndham 
hotels to be inconsistent. Hotel Group CEO Eric Danziger believed that past marketing 
initiatives conflicted with one another to muddle the company’s brand identity. As part 
of the company’s redesign, Wyndham sought to create a solid identity for each hotel 
chain that captured the feel of the chain’s history and purpose. The company’s goal was 
to create a “customer-centric lifestyle experience that will be relevant to guests across all 
tiers.” 

As part of its new brand strategy, each Wyndham hotel chain was redesigned with 
customers in mind. For instance, the Howard Johnson hotel chain’s longer history 
prompted Wyndham to create an “iconic” atmosphere for these hotels that target leisure 
travelers and families. The experiential benefits of the Howard Johnson chain therefore 
include a family friendly environment and the ability to stay in a classic hotel at a rea¬ 
sonable price. On the other hand, Wyndham’s more upscale hotel chains offer a 
completely different experience. Its Night Hotel in New York City claims to be “for the 
traveler who revels in all things after dark.” The hotel tries to imbue a “sexy” feel with a 
chic eatery and bar as well as dark-colored furnishings. Wyndham’s TRYP hotels 
are located in some of the world’s largest cities in Europe, South America, and North 
America. The hotels are designed to fit in with the local environment and thus range 
from modernistic to historical designs. The hotels are meant to be an extension of the 
city in which they are located, enabling visitors to experience the excitement of the city 
even before leaving the hotel’s doors. Wyndham hoped that the new identities for each 
hotel chain combined with consistent marketing would help solidify the brand and 
attract more customers. 

Wyndham's Focus on Stakeholder Orientation 

Wyndham Worldwide’s vision is “to be the world’s premier branded-hotel operating 
company.” To help it achieve this goal, the company has adopted a stakeholder orienta¬ 
tion marketing strategy to address the demands of a wide range of primary and second¬ 
ary stakeholders. Stakeholder orientation in marketing involves activities and processes 
that create value through relationships with multiple stakeholders such as customers, 
suppliers, employees, shareholders, regulators, and the local community. Wyndham relies 
on their primary stakeholders for their continued success. 

In order to satisfy relevant stakeholders, Wyndham gathers information, both for¬ 
mally and informally, to ascertain relevant issues of concern. However, a stakeholder ori¬ 
entation is not complete unless it includes activities that address specific stakeholder 
issues that reach or exceed expectations. This has led Wyndham to develop a number 
of initiatives, including benefits to its loyal customers and employees, community 
programs, and environmentally friendly practices. Wyndham gauges its stakeholder 
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orientation through feedback from stakeholders and generation of data from across the 
organization, which then results in the assessment of the firm’s effect on these groups. 

Wyndham is aware that a stakeholder orientation is connected to market share per¬ 
formance, financial performance, reputation, and employee commitment. The company 
works “to maintain social responsibility, as a way of living, working and playing that 
fully encompasses the vision and values that Wyndham Worldwide has incorporated.” 
A climate of ethics and social responsibility creates a large measure of trust among a 
firm’s stakeholders. Wyndham Worldwide has therefore adopted five core values of cor¬ 
porate social responsibility including integrity, respect, individual opportunity and 
accountability, improving customer lives, and community support. These values guide 
how Wyndham interacts with its stakeholders. 

Relationships with Customers 

When customers consider the Wyndham brand, they most likely think of upscale hotel 
chains that cater to wealthy vacationers and businesspeople. In reality, Wyndham targets 
travelers from across all segments of the price spectrum. Hotels carrying the Wyndham 
name tend to be luxury chains—Wyndham Hotels and Resorts, Wyndham Garden, and 
Wyndham Grand Collection. However, Wyndham also owns the budget hotel chains 
Howard Johnson, Days Inn, Super 8, Travelodge, and others. The diversity in hotel 
chains enables Wyndham to target a wide range of travelers. This strategy allows Wynd¬ 
ham to avoid brand confusion by omitting the Wyndham name from its budget hotels. 

Wyndham offers its customers many different benefits to increase customer loyalty. 
For instance, Wyndham’s Rewards program awards points and air miles to customers 
for staying at more than 6,000 hotels and resorts worldwide. Those customers with 
enough points can receive free nights at Wyndham hotels. Wyndham’s ByRequest pro¬ 
gram provides a more personalized benefits package; members get free Internet access, 
expedited check-in, and—after three nights—a snack and drink, extra items such as 
higher quality pillows, and the option to have the room personalized to the customer’s 
preferences. 

In addition, Wyndham strives to encourage travel among businesswomen and make 
their stays more comfortable. Since 1995 Wyndham has run Women on Their Way, a 
program that specifically targets female business travelers. The program’s website offers 
advice and special packages for businesswomen planning their trips. Wyndham also 
prides itself on being one of the first chains to conduct research on the woman traveler 
when it was still an underserved area. Wyndham claims that its research and feedback 
from its female travelers prompted the hotel chain to offer improved amenities in the 
hotel rooms, such as full-length mirrors, coffee pots, and healthier menu options. The 
company has its own female advisory board and periodically conducts surveys and 
research in what it sees as an important market for future success. 

Wyndham has great faith in its hotels’ abilities to meet and exceed customer expecta¬ 
tions. In addition to being the first hotel company to implement fully online customer 
service satisfaction tracking, each of the company’s 7,200 hotels’ websites displays ratings 
and feedback from TripAdvisor, a travel website where customers can share their opi¬ 
nions. Because 40 to 60 percent of Wyndham’s customers refer to TripAdvisor, this 
move shows that Wyndham understands the importance of customers’ experiences. 

Relationships with Employees 

The corporate culture at Wyndham Worldwide focuses extensively on employee well 
being. The company considers its employees to be crucial to its success. For this reason, 
Wyndham offers a range of employee benefits, including health and welfare, retirement 
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planning, employee discounts, education assistance, employee assistance, adoption reim¬ 
bursement, flexible work arrangements, and domestic partner benefits. Wyndham also 
has several unique programs for employees: 

University Relations, which provides students with information regarding internship 
and job opportunities at Wyndham. 

The Be Well program, which aims to improve the holistic health of employees and 
advocates for exercise, lifestyle management, emotional wellness, financial health, and 
the quality of the work environment through programs such as weight management 
and stress reduction. 

The Count On Me! Service Promise, which holds employees accountable to one 
another in fulfilling Wyndham’s core service values of responding to customer needs, 
being respectful, and delivering a great experience. 

Wyndham Worldwide also realizes that one of the best benefits it can offer its 
employees is knowledge. The company believes its employees have the chance to embark 
on long-term careers in the hospitality industry, and Wyndham wants to cultivate these 
skills. In so doing, Wyndham not only helps its employees learn the necessary skills but 
also creates benefits for the company as well, because more skilled employees translate 
into better service for customers. Wyndham created the Employee Value Proposition 
(see Case Exhibit 10.2) to summarize the benefits of employment with the company. 

Relationships with Shareholders 

As a publicly traded company, Wyndham must create value for its shareholders, which 
the company has achieved in recent years. Wyndham Worldwide’s stock price has 
steadily increased, and the company outperformed the hotel industry in 2011, with its 
stock price increasing 26 percent. Its Hotel Group is the leading franchiser of hotels, its 
Exchange & Rentals Group is the leading timeshare exchange and rental company, and 
its Vacation Ownership Group is the leading timeshare developer. Its high cash flows 


CASE EXHIBIT 10.2 The Three Es of Wyndham’s Employee 
Value Proposition 




Experience (expand know-how) 

• On the job assignments 

• Job rotation and job shadowing 

• Development of a personal career development plan 

• Interaction with cross-functional, cross-business unit and project teams 


Exposure (expand network) 

• Interaction with senior leadership 

• Personal feedback through self-appraisals 

• Frequent “lunch-and-learns” and informational sessions 

• One-on-one coaching 
Education (expand knowledge) 

• Wyndham Worldwide University’s learning and development programs 

• Research and study opportunities 

• Online course offerings 

• Tuition reimbursement program 

Source: “Employee Value Proposition,” Wyndham Worldwide, http://www.wyndhamworldwide.com/careers_at_ 
wyndham/evp.html, accessed July 28, 2012. 
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and diversity of products and services makes it uniquely positioned in the lodging 
industry. 

Although the lodging industry lagged in the years following the recession, it is 
expected to grow over the coming years. The slowly strengthening U.S. economy, 
increases in corporate and government hotel bookings, and expansion into international 
markets will drive room rates higher. However, unstable global economic conditions may 
continue to hinder growth. Going forward, Wyndham must be certain to carefully survey 
its competition. Four large competitors that represent potential threats to Wyndham 
include Marriot Hotels, Starwood Resorts, Wynn Resorts, and MGM Mirage. All of 
these hotels are widely admired and score high on brand awareness. To improve its com¬ 
petitive position and thus its value to shareholders, Wyndham will need to identify, 
monitor, and react to threats and opportunities in a rapidly changing business 
environment. 

Relationships with Communities 

One of Wyndham Worldwide’s corporate values is to support its communities. The 
company states that, “As a large company, we provide employment that helps out the 
communities in which we operate. But the Wyndham philosophy is that is not enough. 
We need to give back to our communities to improve the world around us.” This led the 
company to create several ethical and philanthropic programs. 

Wyndham is committed to protecting the human rights of the people within the com¬ 
pany’s “sphere of influence.” The company adopted a Human Rights Policy Statement in 
2007 and focuses on the ethical treatment of all workers. Wyndham aims to provide a 
safe working environment, rejects all forms of forced labor (especially child labor), and 
supports the rights of employees to form unions. 

Wyndham Worldwide has a number of philanthropic programs to address the needs 
of its stakeholders. The biggest program is Wishes by Wyndham, which works to sup¬ 
port charities that help women and children through donations, volunteerism, fundrais¬ 
ing, and raising awareness. Under Wishes by Wyndham, the company has adopted three 
charities: 

The SeriousFun Children’s Network, an organization that provides free programs to 
children with serious medical illnesses. 

The Christel House, a learning center for children founded by Wyndham employee 
and board member Christel DeHann, who realized that helping people by providing 
food and clothing was only a temporary solution to the much bigger problem of 
poverty. 

The Starlight Children’s Foundation, which provides entertainment and educational 
activities to children with illnesses. 

In addition to its corporate support of these programs, Wyndham strongly encourages 
its employees to contribute toward its philanthropic endeavors and gets its customers 
involved by giving them a chance to donate their rewards points to charity. 

Relationship with the Environment 

Wyndham Worldwide recognizes that its work practices have an immense impact on the 
environment. The company believes that using more eco-friendly products and reducing 
its environmental impact will not only help the environment but also save it money in 
the form of energy savings—contributing to the financial performance of the company. It 
therefore aims to reduce its negative impact and support sustainable initiatives. 
Wyndham Worldwide emphasizes the following goals: 
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Educate and influence internal and external stakeholders on environmental issues 

Reduce energy consumption and track performance 

Reduce water and energy usage and recycle 

Improve air quality 

Minimize waste by recycling and reusing materials 

Implement sustainable procurement practices 

Participate in local community environmental activities 

Just as Wyndham has teams devoted to ethics and compliance, it also has a team 
committed toward improving the company’s sustainability. The company also collabo¬ 
rates with a variety of institutions to increase green practices in the hotel and leisure 
industry. 

Thus far, more than 300 Wyndham facilities have received green certification. To 
become a greener company in every aspect of its operations, Wyndham Worldwide 
sets individual goals for each of its hotel brands. These goals target important sub¬ 
jects such as energy conservation, water conservation, recycle-reuse, education, and 
innovation. Some of Wyndham’s major energy conservation initiatives include repla¬ 
cing incandescent lights with energy efficient bulbs, upgrading to more energy- 
efficient appliances, and using the ENERGY STAR® tracking system to measure 
energy use. Although many of these devices are expensive, most of them pay for 
themselves in a few years. Afterward, the company gets the increased benefit of 
energy savings. For example, Wyndham has installed an energy-saving DECTRON 
system in the hotel pools of its Hawthorne Suites by Wyndham. This device saved 
Wyndham an estimated $20,000 over two years. 

Wyndham attempts to conserve water through a variety of initiatives, including the 
EarthSmart® linen and towel program; low flow faucets, toilets, and other appliances; 
the Ozone Laundry System; drip irrigation and drought resistant landscaping; and EPA 
WaterSense® certified products. Although some of these initiatives appear small in 
nature, the company has advanced significantly in water conservation. For instance, 
low-flow fixtures have reduced water consumption at Wyndham’s Vacation Ownership 
by 20 percent. 

Wyndham uses several recycled products (including pens, key cards, coffee cups, and 
laundry bags) throughout its hotels to reduce its impact on the environment. One unique 
way in which Wyndham has reused materials is in its employee uniforms. At some 
Wyndham Hotel & Resorts, the uniforms of front-desk staff consist of recycled 2-liter 
plastic bottles. By making genuine attempts to recycle and reuse materials, Wyndham 
has been able to reduce the amount of construction waste that ends up in landfills by 
88 percent at its New Jersey headquarters. 

Wyndham views the education of consumers on sustainability as a key driving force 
in achieving environmental success. In order to achieve its educational goals, Wyndham 
Worldwide takes steps such as educating guests and employees regarding environmental 
certification programs, green technologies, and ways to protect their natural environ¬ 
ment. The Wyndham Worldwide green website ( w yndhamgreen.con ) educates 
consumers by outlining important facts regarding energy conservation, removal/cleanup 
guidelines for compact fluorescent light bulbs, consumer product rebates, and tax incen¬ 
tives and rebates offered by state governments. Additionally, the website educates consu¬ 
mers by outlining important facts regarding education, green reading, air quality, and 
green kids. Wyndham Worldwide’s Green Program for Kids has been developed and 
designed around educating kids about the environment, communities, and the planet. 
In addition, the company’s Global Best Practices guide educates businesses about 
environmentally friendly initiatives. 
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Wyndham's Ethics and Compliance Programs 

To maintain a strong corporate culture, Wyndham has implemented an extensive com¬ 
pliance program to reinforce ethics throughout the organization. A climate of ethics and 
social responsibility creates a large measure of trust among a firm’s stakeholders. The 
company has drafted a thorough Code of Business Conduct that has received top scores 
from the Ethisphere Institute for its comprehensiveness and availability to stakeholders. 

Codes of conduct have several purposes. For employees, the code of conduct (or code 
of ethics) helps them to become familiar with the company’s expectations for them. It 
also provides an essential reference for employees when faced with difficult decisions. 
Research suggests that employees in organizations with ethical codes of conduct are less 
accepting of potential misconduct toward stakeholders. For stakeholders in general, a 
code expresses the company’s commitment to corporate social responsibility and ethical 
conduct. In addition, a code of conduct is an important way to share information about 
stakeholder issues. Therefore, the clarity and comprehensiveness of a company’s code of 
conduct is an important signal of a company’s dedication toward ethics, compliance, and 
stakeholder relationships. Wyndham received high scores for the company’s values and 
commitments within its Code of Business Conduct, its coverage of risk topics, and the 
code’s availability to stakeholders. 

In addition to its strong code of conduct, Wyndham has created an Ethics and Compli¬ 
ance Program, a Compliance Governance Board, and a Compliance and Ethics Leadership 
Team. The audit committee on Wyndham’s Board of Directors is also involved with the 
Ethics and Compliance Program and receives quarterly updates on the program’s progress. 
The program is designed and directed by the Compliance Governance Board, which is made 
up of the company’s CEO, Chief Financial Officer, Chief Human Resources Officer, and the 
General Counsel. The Compliance and Ethics Leadership Team helps to keep the company 
on its ethical course. They receive updates regarding the Ethics and Compliance program, 
collect feedback, assess the company’s global risks, and train employees. All of these different 
positions and programs demonstrate an ethical tone at the top. In other words, Wyndham 
Worldwide believes that ethical programs must start with ethical leaders to be successfully 
implemented throughout the organization. 

Wyndham Worldwide’s efforts have not gone unnoticed. The company has received many 
awards regarding its ethical initiatives. Recendy, Newsweek magazine ranked Wyndham 
Worldwide as one of the 100 Greenest Big Companies and ranked it in the top 10 of its 
Media, Travel and Entertainment category. Additional awards include the following: 

The Lodging Hospitality Chain Leadership Award 

Fortune magazine’s World’s Most Admired Companies for 2010 

ConEdison Green Pioneer Award 

Diversitylnc.’s 2010 Top 50 Companies for Diversity 

PINK magazine’s 15 Top Companies for Women 

Ethisphere s World’s Most Ethical Companies 

Wyndham Worldwide’s numerous initiatives in sustainability and corporate responsibil¬ 
ity are key factors in enhancing Wyndham’s reputation and contributing to future success. 

Wyndham's Future 

Wyndham has achieved great success with its stakeholder orientation marketing strategy. 
The company’s ability to adapt its marketing strategies to suit its various chains has pro¬ 
vided it with unique advantages that make it a formidable competitor to rival hotel 
companies. 
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Wyndham’s hotel brands are at different levels of the life cycle. The company’s Night 
and TRYP brands, for example, are in the introductory and growth stages, while its 
Howard Johnson, Super 8, and Days Inn chains are mature brands. However, despite 
heavy marketing to promote awareness of its newer brands, Wyndham has not neglected 
its more mature brands. For example, the company has worked hard to portray Howard 
Johnson as an iconic brand and continues to offer benefits packages to encourage fami¬ 
lies to stay at the chain. Wyndham makes sure to adjust its marketing strategies to suit 
both the brand’s image and its stage in the product life cycle. 

One opportunity for Wyndham that could prove profitable is expansion into emerg¬ 
ing economies. Approximately 10 percent of Wyndham Worldwide hotels are in emerg¬ 
ing markets such as India and China. With property prices at a low and a rising middle 
class in these countries, the disposable income makes these countries increasingly lucra¬ 
tive markets to capture. The company seized this advantage with the announcement that 
it will open seven additional hotels in India. Entering emerging markets will create new 
marketing challenges, and Wyndham must continue to adapt its brand strategies to new 
groups of stakeholders. 

The company has demonstrated its concern for a variety of stakeholders by em¬ 
bracing a stakeholder orientation and focusing on competitive advantage. Although 
Wyndham seems to be on the right track, it still faces a variety of risks and competitive 
threats in the hospitality industry. Since these issues are inevitable in large corporations, 
Wyndham must ensure that it has plans in place to address these risks. Additionally, 
Wyndham must avoid complacency in its continued efforts to integrate its corporate 
culture into its global operations. Now more than ever, Wyndham should leverage its com¬ 
petitive advantage in ethics and social responsibility to enhance its reputation. As consumers 
become increasingly concerned with value and a quality experience, Wyndham’s strong 
stakeholder relationships and reputation will likely prove a valuable asset that gives it a com¬ 
petitive edge over its rivals. 

Questions for Discussion 

1. How does Wyndham’s stakeholder orientation create a strategic marketing advantage? 

2. How do Wyndham’s diverse brands contribute to customer satisfaction and market¬ 
ing performance? 

3. Do the awards and recognition that Wyndham has received for social responsibility 
and ethics contribute to its financial performance? If so, how? 

Sources 

The information for this case came from publically available information on the Wyndham Worldwide website 
(http://www.wyndhamworldwide.com) and the following additional sources: “About RCI,” RCI (http://www.rci. 
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3AArticle&mid=8F3A7027421841978F18BE895F87F791£tier=48ad=217E6E851DF84383B6141F0B73912F 
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NASCAR: Can't Keep 
a Good Brand Down* 


This case discusses NASCAR’s successful branding strategy and how it became one of 
the top sports in America. The history of NASCAR is reviewed, followed by an overview 
of NASCAR’s marketing and branding strategies. Despite its unparalleled success, 
NASCAR has faced a number of challenges and criticisms over the past decade, most 
notably the loss of revenue stemming from the 2008 recession. The case examines many 
of the challenges that NASCAR must address if it is to sustain its branding juggernaut 
and retain its top spot in the motorsports arena. 

Branding strategy, branding alliances, brand image, pricing strategy, integrated 
marketing communication, sports marketing, differentiation, social responsibility 

I n the past 60 years, the National Association for Stock Car Auto Racing, better 
known as NASCAR, has become the top auto-racing series in the United States 
and the number one spectator sport in America. It has also become well known for 
its branding alliances, with drivers sporting everything from coffee to deodorant logos on 
their cars and jumpsuits. The sport is currently comprised of three national series: the 
NASCAR Nationwide Series, the NASCAR Sprint Cup Series, and the NASCAR 
Camping World Cup Series, along with some regional and international series. 
Although primarily a U.S. sport, NASCAR has held races in Mexico, Canada, Australia, 
and Japan. It currently sanctions over 1,500 races on 100 tracks in 39 U.S. states and 
Canada. 

NASCAR’s popularity soared over the past ten years, partially due to extensive media 
coverage. Drivers like Jeff Gordon and Dale Earnhardt, Jr., have become heroes of the 
auto racing industry, and many NASCAR drivers have made appearances in movies 
and television. NASCAR’s growth has been so dramatic that it is now second only to 
the National Football League (NFL) in popularity. Despite its immense success, the 
sport has had to overcome challenges in its 60-year history and will likely have to face 
many more because of declining attendance and other difficulties such as diversity, 
safety, and its impact on the environment. Still, its strong brand image and brand 
alliances with other companies will likely keep the sport afloat through these tough 
times. 


^Timothy Aurand, Northern Illinois University, and Kimberly Judson, Illinois State University, prepared this 
case for classroom discussion rather than to illustrate effective or ineffective handling of an administrative sit¬ 
uation. A student team including Joe Izral, Rhonda McCormick, Alex Mbuthia, Jamie Scott, and Felix Villa 
contributed to the development of this case. 
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NASCAR's History 

NASCAR began with the vision of one man, a worker at an automobile dealership 
named William Henry France. France was already in love with auto racing when 
he moved to Daytona Beach, Florida, during the 1930s. Daytona Beach was the 
perfect place for auto racing enthusiasts like France, as the beach’s open expanses 
and flat ground offered a perfect area for races. In fact, by the time of NASCAR’s 
founding over a decade later, automobile racing had become popular in places like 
Florida, Alabama, and North Carolina. Many sources give bootleggers the credit 
for promoting auto racing during the ’20s and ’30s, as moonshine cars had to be 
built to go fast in order to evade the law. The popular idea of bootleggers racing 
from the law is etched in racing mythology as one of the precursors of stock car 
racing, although in reality its influence on stock car racing is likely overempha¬ 
sized. Auto racing continued to increase in popularity in the early decades of the 
twentieth century. 

France recognized the potential popularity and profitability that auto racing offered. 
Yet at the time, this lucrative movement lacked what it needed to become a professional 
sport, including promoters, racetracks, rules, or respectability on the part of the racers. 
Therefore, in 1947 France met with owners, drivers, and mechanics at the Streamline 
Hotel to launch his idea of creating a professional sport out of stock car racing. Over 
the next few days, they worked on the details for the organization. The first race of the 
newly formed organization—held on February 15, 1948—was won by stock car racer Red 
Byron. A few days later on February 21, NASCAR was officially incorporated, with 
France serving as president and CEO. What is today known as the NASCAR Sprint 
Cup Series was created in 1949. 

Racing fans flocked to the tracks, and soon NASCAR names like Lee Petty, the Flock 
brothers, and Fireball Roberts became household names among NASCAR enthusiasts. 
Originally, many of the races were held on simple makeshift tracks, but in 1959 France 
opened Daytona International Speedway, which offered a paved racetrack. The 2.5-mile 
racetrack provided an enclosure and more accommodations for spectators. Ten years 
later, France opened the Talladega Superspeedway in Alabama, a 2.7-mile racetrack that 
is the largest oval track in the world. France would serve as NASCAR president and CEO 
until 1972, when his son William France, Jr., took over. NASCAR continues to remain 
largely under the control of the France family to this day, a source of some contention 
among NASCAR fans and critics. 

In the late 1960s and 1970s, NASCAR tracks began to emerge outside of the South¬ 
east. Tracks were built in Delaware and Pennsylvania. Since then, NASCAR has tried to 
become more of a national sport, building racetracks in many U.S. states. 

Early Corporate Sponsors of NASCAR 

NASCAR’s growth really took off when it partnered with automakers Ford, General 
Motors (GM), and Chrysler in the 1950s. The automakers hoped their support of 
NASCAR would boost their own sales. The marketing phrase “Win on Sunday, Sell on 
Monday” became popular with the automakers as it was believed that success in the 
races meant greater success for their companies. In 1971, the R.J. Reynolds Tobacco 
Company’s Winston brand became a sponsor of NASCAR. During that time period, 
NASCAR also formed limited sponsorships with Union 76, Goodyear Tires, and Pepsi. 
Anheuser-Busch began to sponsor NASCAR’s Budweiser Late Model Sportsman Series 
in 1984. NASCAR would soon become famous for its branding partnerships, and the 
support of major sponsors and brands has contributed to NASCAR’s well-known 
image. 
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IMASCAR's Jump in Attendance 

NASCAR began to experience unprecedented growth in the 1990s, coming a long way 
from its 1.4 million attendees in 1976. To help with this growth, it launched its first web¬ 
site in 1995, which offered up-to-date news on NASCAR activities and even had a 
NASCAR community where members could chat online and post opinions and videos. 
In five years, NASCAR attendance increased by 57 percent to over 6.3 million. Its televi¬ 
sion viewership grew 48 percent between 1993 and 2002, and by 2006 about 6 percent of 
U.S. households watched NASCAR races on television, compared to less than 2 percent 
for its competitor, the Indy Racing League. New, younger NASCAR stars such as Ryan 
Newman, Kyle Petty, and Kurt Busch began emerging, which helped attract the youth 
market to the sport. Women also began racing for NASCAR, including drivers Tina Gor¬ 
don, Deborah Renshaw, and Kelly Sutton, the only NASCAR driver with multiple sclero¬ 
sis. Consequently, female NASCAR fans grew to roughly 40 percent of its fan base. 

Today NASCAR has approximately 75 million fans and has the second-highest television 
ratings for regular season sports. NASCAR fans are believed to be the most brand-loyal of 
any sport, and one estimate claims that fans spend over $2 billion in licensed product sales. 
For this reason, NASCAR has attracted the attention of numerous Fortune 500 companies. 
Currently, NASCAR is broadcast in over 150 countries in over 30 languages. 

NASCAR's Branding Strategy 

Early on, NASCAR worked hard to promote its brand name. It has been largely success¬ 
ful in its endeavors by integrating multiple marketing initiatives into a well-organized 
branding strategy. Part of this strategy dealt with partnering and co-branding with 
other companies. Driver jumpsuits and racecars are filled with the logos of various com¬ 
panies that NASCAR has formed brand alliances with. At the same time, NASCAR has 
successfully differentiated its own brand and, through the launch of campaigns, has 
effectively marketed its brand throughout the world. 

Television Broadens NASCAR's Reach 

Before the mid-1970s, the only way to watch a NASCAR racing event was to attend a race in 
person. During the mid- to late-1970s, NASCAR began to receive sporadic television cover¬ 
age, and in 1979 the Daytona 500 was the first NASCAR event televised in its entirety. 
NASCAR started to rely on television as a branding medium, and by 1989 all races on the 
Winston Cup schedule were televised (later changed to the NASCAR Nextel Cup and then 
the Sprint Cup). This did not mean that television did not introduce some problems for 
NASCAR. Each track negotiated its own television contract, which meant that each race 
could potentially be shown on a different network. This hindered NASCAR’s exposure and 
presented a problem that NASCAR was not able to overcome until the turn of the century. 

In 2001, NASCAR took a proactive stance by signing a comprehensive television 
contract with FOX and NBC that was worth $2.4 billion and enabled the televising of 
all the NASCAR races that season. Just four years later, another contract was signed for 
$4.48 billion, providing broadcasts in a total of 167 countries including Thailand, Paki¬ 
stan, New Zealand, and Venezuela. Such media coverage has, in part, accounted for 
NASCAR’s large fan base. 

Co-Branding Enhances Profits and Brand Image 

NASCAR also recognized the benefits of co-branding relationships. It realized that a suc¬ 
cessful branding alliance can give the companies involved a greater competitive advan¬ 
tage. In the early 1970s, NASCAR was primarily sponsored by R.J. Reynolds Tobacco 
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Company. Today, NASCAR has marketing and sponsorship deals with a wide range of 
Fortune 500 companies such as Sunoco, Coca-Cola, Allstate, DuPont, Gillette, and UPS. 
In 2004, Sprint Nextel replaced R.J. Reynolds as the series’ sponsor, with Nextel paying 
NASCAR $70 million annually for the title rights. The former Busch Grand National 
Series, which had been sponsored by Anheuser-Busch since 1984, became the Nation¬ 
wide Series in 2007. 

NASCAR takes its sponsorship deals very seriously. A sponsor may spend several mil¬ 
lion dollars for a race team and then spend just as much on promotional events. It is not 
a task to be taken lightly. Brian France even has a team that runs seminars to help spon¬ 
sors get the greatest advantage out of their sponsorships. Of course, the relationship 
between NASCAR and its sponsors changes over time as their needs change and the 
economy ebbs and flows. During the economic downturn in 2008 and 2009, NASCAR 
lost several sponsors due to financial reasons. 

One potential weakness of NASCAR’s co-branding is that some experts feel that the 
sport is becoming flooded with sponsorships. It has about 50 league sponsors and 
numerous team sponsors. This creates a cluttered environment of signage at the race¬ 
tracks. Sponsorship has also increased in price within the last few decades, which 
means sponsors are now expecting more from drivers. Drivers are now expected not 
only to race well but also to show up for marketing functions and appear early on the 
morning of the race to sign autographs and answer questions. The pressure is on to win 
races, not only for the glory of the driver and for NASCAR but to retain the sponsor as 
well. New teams, even when legendary racecar drivers own them, also have a hard time 
attracting sponsors, despite the teams’ talent. NASCAR driver Jeff Gordon, for example, 
had a difficult time finding sponsors for his new team featuring novice driver Jim John¬ 
son despite Gordon’s legendary status. 

Sponsors find that co-branding with NASCAR is extremely profitable, saving them 
from having to promote themselves through traditional media. And, because NASCAR 
fans are some of the most brand-loyal consumers to be had, NASCAR-sponsored pro¬ 
ducts have benefitted from sizable sales and market share increases. As a result of its 
co-branding alliances, NASCAR itself offers a plethora of consumer products either 
as brand extensions or through a direct relationship with other firms. Currently, 
NASCAR has licensing and merchandising rights for watches, clothes, chairs, tables, 
grills, hats, clocks, flags, door mats, blankets, auto accessories, sunglasses, and even 
food products. 

Differentiation Seeks New Audiences 

In spite of its various brand partnerships, NASCAR has worked hard to differentiate its 
brand from other companies, particularly from competing racing circuits. This often 
takes place in the form of well-coordinated marketing campaigns, such as the lavish 
campaign NASCAR launched to celebrate its 50th anniversary. One of the strongest dif¬ 
ferentiating factors for NASCAR is the experience of the race. NASCAR fans like the 
constant, unpredictable, and even dangerous action. Crashes, live entertainment, and 
danger all make up the NASCAR experience. 

With only a single driver per racecar, NASCAR also offers a human touch in the bar¬ 
gain. The driver provides a face and personality to fans, allowing them to strongly iden¬ 
tify with NASCAR. Additionally, NASCAR lets several drivers share the spotlight 
throughout the race. From an owner’s perspective, it is more efficient to manage the 
public relations opportunities of one driver as opposed to an entire team of athletes. 

A similar dynamic can be observed in advertising and sponsorship during the compe¬ 
tition. Within the NASCAR culture, a large amount of sponsorship signage around the 
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track and on the drivers’ cars has historically been acceptable and is perceived to be part 
of the NASCAR experience. Although clutter is an issue that sponsoring organizations 
must consider, it does not appear to be viewed as negatively by the NASCAR fan base 
as it is viewed in professional golf and tennis, which are more conservative and tradi¬ 
tional sports. 

NASCAR also differentiates its sport through connections cultivated within the 
media and Hollywood. Brian France, CEO of NASCAR, realizes that to remain suc¬ 
cessful, NASCAR must continuously attract new fans. He understands that to attract 
and retain a young fan base year after year, the promotional strategy requires the 
support of Hollywood and films such as Talladega Nights. The film features strategic 
brand placement that includes the official NASCAR logo and the logos of many cor¬ 
porate sponsors. 

NASCAR has also attempted to further differentiate itself in order to attract other, 
more diverse market segments. In recent years, NASCAR has made it a priority to create 
awareness among diverse ethnic groups and among women. Called the “Drive for Diver¬ 
sity,” this program gives minority and female drivers the opportunity to compete with a 
NASCAR team. Since the program began in 2004, 31 minority and female drivers have 
competed, winning a total of 34 races. 

NASCAR is also pursuing the Hispanic market in the United States, Mexico, and 
Latin America. In addition to holding races in Mexico, NASCAR routinely creates 
Hispanic-themed promotions before races held near large Hispanic communities, such 
as in southern California. Additionally, Columbian NASCAR racer Juan Pablo Montoya 
is also garnering attention from different segments of the population. Montoya, formerly 
a Formula 1 and Indy Car racer, won the Nationwide Series race in Mexico City in 2007. 
Since then, he has had continued success, including finishing second at the 2008 Talla¬ 
dega 500. NASCAR hopes Montoya’s success will portray it as a diversified sports venue 
as well as attract more Hispanic fans. This integration of racers, sponsors, and fans from 
the United States, Latin America, and South America seeks to expand NASCAR’s popu¬ 
larity and audience over different countries, which separates it from other sports mainly 
geared toward American audiences. 

Due to lower TV ratings and competition from other sports venues, NASCAR 
attempted to generate greater fan interest in the Sprint Cup Series by implementing the 
Chase for the Cup in 2004. The format was later changed in 2007 and again in 2011. 
After 26 regular season races, the top 10 drivers, plus two wild card drivers, advance to 
contend for the Cup championship. Prior to the Chase format, the overall champion was 
usually determined well in advance of the end of the season. This presented a problem 
for NASCAR since the timing coincided with the start of football season each fall. With 
these changes, each of the 12 drivers who contend for the Cup has a legitimate chance of 
winning. NASCAR’s Chase for the Cup turned out to be so popular that the Professional 
Golfers’ Association adopted a similar format. 

Innovative co-branding relationships have also helped differentiate the NASCAR 
brand and catapult it into new markets. The partnership between NASCAR and Har¬ 
lequin (romance novels) launched in 2006 created awareness among women who 
may not have even been otherwise exposed to the sport. It also provided a way for 
NASCAR to tap into emotional branding strategies. Another effort to attract women 
and younger people to NASCAR includes a joint venture between the rock band 
Three Doors Down and Dale Earnhardt, Jr., in which he participated in a music 
video and the band members drove his car in a race. Additionally, the partnership 
between The Cartoon Network and NASCAR emphasizes sponsorship diversification 
directed at the younger consumer. 
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IMASCAR's Brand Equity and Brand Loyalty 

NASCAR’s brand equity is the value that is added to a product or service by having the 
NASCAR brand attached to the offering. As a result, many companies choose to sport 
the NASCAR logo on their products. A 2005 study by James Madison University 
revealed that fans appreciate the sponsorship associated with NASCAR. Approximately 
93 percent feel that corporate sponsors are “very important” to NASCAR, and 51 percent 
said that when they buy a NASCAR product, they feel as if they are supporting the sport. 
A full 40 percent of fans would switch to a product that sponsored NASCAR. Numbers 
like these account for the over $2 billion fans spend on NASCAR-licensed products. A 
whopping 47 percent of fans claimed they appreciate a sponsor’s brand more because it 
sponsors NASCAR, giving companies a major incentive to sponsor NASCAR. Finally, 
unlike some sports figures who are seen as endorsing products just for the money, 57 
percent of fans believe that NASCAR drivers use the products they endorse, which fur¬ 
ther increases the respectability of the drivers in their fans’ eyes. 

Despite all the efforts made by NASCAR to engage the customer, fan interest has 
begun to decline in the past few years. This situation was exacerbated during the 2008 
recession. The median income of NASCAR fans is below that of the national average, 
making it harder for fans to afford to attend the races. In addition to lowering the cost 
of tickets, NASCAR also cut the costs of food at its events. To show that it cares about its 
fans, NASCAR reimbursed the difference to fans at Daytona who had bought tickets 
before NASCAR began offering lower ticket offerings. NASCAR is clearly making signif¬ 
icant efforts to maintain its brand equity and its loyal fan base. 

NASCAR fans are loyal for several reasons. One reason is the sense of community 
NASCAR fans feel when engaged in the sport. NASCAR’s brand is embodied in its dri¬ 
vers. When fans feel connected to the drivers, a bond is created that promotes the sport’s 
brand image. NASCAR recognizes the sense of community that fans experience as a 
competitive advantage. Thus, a major link on NASCAR’s website is “Community,” 
where fans can become members of an online community devoted to NASCAR. The 
area allows fans to meet, discuss, and establish emotional bonds. Thus, a strong sense 
of community is a driving force behind NASCAR. NASCAR also cashes in on brand loy¬ 
alty by using loyal fans as brand ambassadors and by establishing an emotional compo¬ 
nent with the brand. 

IMASCAR's Challenges 

Despite NASCAR’s immense success, the road has not always been an easy one. As with 
all major companies, the organization has had its share of criticisms and challenges. As 
NASCAR looks toward its future, a number of significant challenges remain. 

Ownership and Structure 

One major criticism involves the control the France family has over NASCAR. A descen¬ 
ded of William France has been CEO of NASCAR ever since the sport was founded in 
1948. In 1972, William France’s son Bill France, Jr., took over as CEO of the company, 
and in 2003 his grandson followed suit. The family continues to be the majority stock¬ 
holder of the company, allowing them to call many of the shots. Indeed, even those 
within NASCAR refer to the sport as a “benevolent dictatorship.” Some argue that this 
gives the France family too much power. For instance, William France was known for 
replacing drivers that would try to unionize. So far, business decisions made by the 
France family have seemed to work out well for the sport. Many of the marketing strate¬ 
gies and changes the France CEOs have implemented have served to effectively promote 
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NASCAR and attract an increased fan base. Still, some view dictatorial style of the 
France family with concern because it depends largely upon the leadership abilities and 
business savvy of a few. 

Safety Concerns 

Another major issue involves vehicle safety. Critics claim that NASCAR often does not 
implement safety precautions until after a disaster has happened, even if those safety features 
have been around for years. Its own drivers have expressed concerns over the lack of appro¬ 
priate medical care received after a crash. NASCAR drivers who have died in crashes include 
Adam Petty, Tony Roper, Kenny Irwin, and perhaps most publicized, Dale Earnhardt. Earn¬ 
hardt’s death in 2001 was perhaps the most influential in convincing NASCAR to imple¬ 
ment more safety features. After Earnhardt’s death, NASCAR made it mandatory for 
drivers to wear a head-and-neck support system, known as HANS, with a seat-belt restraint 
system. Cars were also equipped with a fire-suppressant system and equipment that mea¬ 
sures the forces placed on driver’s heads in a crash. 

One of NASCAR’s most visible safety initiatives is the Research and Design Center in 
Concord, NC where the Car of Tomorrow was designed for the Sprint Cup Series. The 
new car, which became mandatory for all Sprint Cup teams in 2008, extended safety 
measures and set standard tolerances that brought greater equality to the sport. Before 
the Car of Tomorrow debuted, dominant teams were able to produce cars specifically 
tailored for each racetrack. NASCAR inspects each car using a coordinate measuring 
machine to ensure that all teams have cars within required specifications. NASCAR con¬ 
tinued this trend by introducing a similar car for its Nationwide Series in 2010. 

Since 2005, Steel And Foam Energy Reduction (SAFER) barriers have been installed 
in all of NASCAR’s tracks. Developed by the Midwest Roadside Safety Facility at the 
University of Nebraska, SAFER barriers absorb energy among vehicle impact and distrib¬ 
ute the energy among the wall without forcing the vehicle back into traffic. This technol¬ 
ogy offers hope that fewer cars will be involved in a single accident incident, thus 
decreasing the probability of endangering other drivers. 

A more controversial safety measure is the use of restrictor plates, a piece of equip¬ 
ment used on superspeedways like the Daytona and Talladega racetracks to reduce 
speeds of the cars. Drivers have accused NASCAR of trying to manipulate the races 
with these, but NASCAR insists they are a necessary safety measure. Critics argue that 
restrictor plates only make superspeedway races boring. 

Some drivers, including Dale Earnhardt, Jr. and Jeff Burton, have been recruited by Chev¬ 
rolet to promote safety on and off the track to young children, teens, and caretakers. Work¬ 
ing with the National Highway Traffic Safety Administration (NHTSA) and the National 
SAFE KIDS Campaign, they have successfully aired public announcements regarding using 
safety belts and child seats properly. This is a positive initiative because NASCAR is one of 
the highest sports viewed among teens, second only to the NFL. 

Environmental Impact 

Environmentalists have cited NASCAR for its lack of environmental responsibility. NAS¬ 
CAR estimates that it uses 6,000 gallons of fuel during a race weekend, which comes out 
to about 216,000 gallons for one season. It also used leaded gasoline for years after the 
Environmental Protection Agency (EPA) asked it to quit. Because a law makes NASCAR 
exempt from the EPA’s regulation on gasoline, NASCAR is under no obligation to com¬ 
ply. Yet the pressures to go green have caught up with NASCAR, and in the past few 
years it has instituted many changes to improve its environmental footprint. NASCAR 
eventually partnered with the EPA and its fuel supplier Sunoco to phase in unleaded 
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gasoline in 2006 and switch to unleaded gasoline in 2007. In an attempt to carry its 
green efforts further, NASCAR hired Mike Lynch in 2008 to head the company’s new 
green initiative. NASCAR recently advocated a 15% ethanol-blended gasoline made 
with American grown corn. This position has paved the way for the ethanol industry to 
be in sponsorship with NASCAR, and opened opportunities to connect the NASCAR 
brand with American farmers who supply the corn. This connection allows for new 
waves of support for the sport in general. 

Another big step slated for 2013 is the move to fuel injected engines versus carbure¬ 
tors. Fuel injection systems create higher fuel efficiency while increasing power within 
engines. According to CEO Brian France, “fuel injection excites the manufacturers, it 
excites technology companies.” France expects car manufacturers to increase their sup¬ 
port of their respective teams once the switch is made. 

Off the track, NASCAR has taken several initiatives to create a “greener” environment 
reflecting greater social responsibility. NASCAR has agreed to plant ten trees for every 
green flag dropped in the Sprint Cup Series races. In 2011, NASCAR planted 110 trees 
at Daytona Beach International Airport alone. NASCAR has also implemented a recy¬ 
cling program at all of its tracks. Such co-sponsors of this movement are Coca-Cola, 
UPS, Coors Light, and Office Depot. 

Diversity 

NASCAR has also been criticized for its lack of its driver diversity. The majority of 
NASCAR drivers are white males, which has caused concern among some minority 
fans. There are still few women in the NASCAR driver populace, even though 40 
percent of NASCAR fans are women. Sexual discrimination allegations have also been 
a problem. In 2008, NASCAR official Mauricia Grant won a $225 million lawsuit for 
racial discrimination (Grant is African-American), sexual discrimination, and wrongful 
termination. Additionally, NASCAR has not had many African-American drivers. In 
2006, Bill Lester became the first African-American driver in almost 20 years to qualify 
for a race in NASCAR’s top series. According to Lester, many African-Americans are 
secret NASCAR fans, but are not comfortable coming to the races because they cannot 
identify with the drivers. Indeed, only a few African-American drivers have partici¬ 
pated in the Cup series in its history. In an effort to attract minority and female fans, 
NASCAR launched the “Drive for Diversity” program in 2004. “Drive for Diversity” is 
an academy style program where participants learn racing skills in the developmental 
series: NASCAR K&N Pro Series and NASCAR Whelen All-American Series. 

NASCAR has also tried to recruit interesting and recognizable drivers to attract new 
fans. Most notably, female driver Danica Patrick has been racing full-time since her 
debut in the Sprint Cup at the Daytona 500 in February 2012. Patrick’s participation in 
NASCAR is important not only for diversity reasons, but also for branding. Danica 
Patrick is 233 percent more recognizable than the average NASCAR driver, and her 
activities generate far more media buzz, TV ratings, and race attendance than any other 
driver. In addition to the success of Juan Pablo Montoya, African-American Michael 
Cherry won an event at the Tri-County Speedway in Hudson, NC in 2010. By winning 
this race, Cherry has opened the door for other African-Americans to become interested 
in joining NASCAR. 

Financial Concerns 

The impact of the 2008 recession introduced new challenges for NASCAR. One major 
problem was the financial situation of NASCAR’s sponsors and partners. The “Big 
Three” automakers, GM (through Chevrolet), Ford, and Chrysler, experienced extreme 
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financial setbacks. Additionally, other NASCAR sponsors felt the crunch and did not 
renew their NASCAR contracts, some of which total $15 million. Economic woes have 
also affected NASCAR fans. In the onset of the recession, NASCAR experienced a 
decrease in attendance and a significant drop in television ratings. The downturn in 
attendance during the NASCAR race at the Atlanta Motor Speedway in 2009 shocked 
some racers, as the stands were only two-thirds full. NASCAR was forced to respond 
by laying off some workers in order to cut costs. 

As the economic issues lingered into 2010 and 2011, NASCAR continued to face pro¬ 
blems. In 2010, for example, the Daytona 500 experienced its lowest television ratings 
since 1991. In addition to decreased viewership, attendance also declined at many races 
that were once consistent sellouts. The Bristol Motor Speedway, for example, enjoyed a 
55-race sellout streak until March 2010. The prolonged recession and high gas prices 
made it difficult for fans to afford a weekend at the races. The average ticket price for a 
NASCAR race is around $91, compared to $72 for the NFL, $49 for the NHL, $48 for 
the NBA, and $25 for MLB. In 2010, many of the major tracks reduced ticket prices. 
However, the cuts did not improve attendance. A 2012 report showed that sales revenue 
for major tracks fell 25 to 60 percent between 2008 and 2011. Speedway Motorsports, 
which operates eight racetracks, posted a $1.5 million loss in April 2011, in large part 
due to falling attendance. 

The economic downturn was especially hard on NASCAR because of its revenue sources, 
as depicted in Case Exhibit 11.1. Sponsorship alone is worth over $1.5 billion annually to 
NASCAR. Despite the scare, however, there are signs of life on the economic front. Sponsor¬ 
ship revenues increased 10 percent in 2011. Additional sponsors have joined NASCAR, and 
most long-time sponsors have decided to remain—though many have chosen to sponsor 


CASE EXHIBIT NASCAR’s Revenue Sources 


% Revenue 



■ Sponsorship 
Television & Media 
Tickets 
Merchandise 

■ Food & Beverage 


Source: Richard K. Miller, “Chapter 36 ” in Sports Marketing , 15 th edition (Richard K. Miller & Associates, 2012), pp. 265-271. 
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only selected races rather than the entire season. Additionally, after three years of declining 
viewership, NASCAR ratings saw an increase in 2011 for the Sprint Cup Series on FOX. 
Nielsen ratings showed a 9.7 percent jump to 8.6 million viewers, up from 7.8 million view¬ 
ers in 2010. More importantly, the ratings showed a 19 percent rating boost in their target 
market of 18- to 34-year-old males, a coveted target audience. 

The improvement in NASCAR’s fortunes can be credited to a number of factors. 
First, the lack of competition with other viewing options in 2011 and more exciting 
races than in past years helped to increase viewership. At the tracks, NASCAR has 
worked to improve the fan experience by better understanding fans’ needs. Towards 
this end, the NASCAR Fan Council has been developed as a pre-qualified online com¬ 
munity of 12,000 passionate fans who provide feedback on every race and channel 
ideas and opinions that would improve the racing experience. In addition, NASCAR 
CEO Brian France signaled a bid to simplify the points structure in all three series in 
order to place greater emphasis on race victories, thereby, increasing the enthusiasm for 
the sport. To make the races more exciting, NASCAR relaxed its code of conduct for 
drivers to promote more heated rivalries between drivers and racing teams. Likewise, 
NASCAR started enforcing double-file restarts to promote rivalry and bumping on the 
track. Finally, NASCAR has also continued to lower ticket prices in an effort to woo 
fans back to the tracks. 

Conclusion 

Branding has evolved to represent the personality of a company, and NASCAR is a shin¬ 
ing example of an organization that successfully embraces the branding mantra. 
Throughout its 60-plus years of existence, NASCAR has developed and implemented a 
branding strategy that encompasses a wide range of marketing initiatives. Brands are 
built on powerful emotional connections through an extremely wide variety of touch 
points. NASCAR delivers these connections through event marketing, emotional brand¬ 
ing, brand communities, customer understanding, drivers, differentiation, co-branding, 
and the understanding that once a brand has been created, it must be monitored and 
allowed to continuously evolve. 

However, in spite of NASCAR’s highly successful branding strategy, the future of 
NASCAR is uncertain. The most recent economic recession has hit NASCAR hard. The 
majority of sports are suffering as sponsors pull their endorsements. Yet for NASCAR, 
which depends so much on its brand alliances and partnerships with other companies, 
the pullout of sponsors has had an even greater impact. Automaker support has been a 
crucial component to NASCAR’s success, and as the financial situation of key auto¬ 
makers remains in doubt, so does their funding of NASCAR events. Still, experts foresee 
that manufacturers will continue to play a major part in NASCAR. 

The lower attendance at NASCAR events is also borne of the recession. As consumers 
strive to save money, discretionary spending on entertainment is one of the first budget 
items to be cut. NASCAR has taken a proactive stance toward the issue by lowering ticket 
and concession prices, changing the racing structure, and working with communities to 
offer incentives to get fans to travel to the events. Whether these actions will be successful 
remains to be seen, but the intense brand loyalty of fans certainly lies in NASCAR’s favor. 

Questions for Discussion 

1. Evaluate NASCAR’s branding strategy in relation to its overall marketing strategy. 
Could NASCAR have done anything differently to insulate itself against the economic 
downturn? 
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2. Conduct a strategic SWOT analysis for NASCAR at this point in its history. What 
opportunities are available for NASCAR to take advantage of given its many significant 
strengths? 

3. What strategies do you recommend to counter the criticisms leveled against NASCAR? 
Should the company become more involved in sustainability initiatives? If so, how might 
that be tied in with NASCAR’s branding strategies? 

4. What strategies can you offer to move NASCAR to the next level in its evolution? 
How can the company maintain, or even increase, its sponsor and fan base? 
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Auto racing is the fastest growing spectator sport in the United States. Unfortunately, 
open-wheel racing has experienced a period of decline while other forms of auto 
racing—most notably NASCAR—have grown. After years of damaging competition, 
the Indy Racing League and Champ Car (CART) have finally reunified. New sponsors, 
new business opportunities, and a new television contract are positive signs for IndyCar, 
but the league remains a distant third to NASCAR in terms of popularity in the 
motorsports market. In addition, the death of driver Dan Wheldon in 2011 casts serious 
doubts on the safety of IndyCar racing. IndyCar must address this issue and several 
other concerns in order to strengthen its standing in the American motorsports market, 
continue the task of reconnecting with former fans, and build connections with new fans 
and sponsors. 

Competition, market segmentation, product and branding strategy, sports and event 
marketing, sponsorship, global marketing, corporate governance, marketing 
implementation 

T he origins of IndyCar can be traced back to the formation of Championship Auto 
Racing Teams (CART) in 1978. Several automobile racing team owners created 
CART as a sanctioning body for open-wheel racing in the United States. Open- 
wheel racing refers to cars whose wheels are located outside the body of the car rather 
than underneath the body or fenders as found on streetcars. Also, they have an open 
cockpit, also called a pod, with the engine housed at the rear of the vehicle. The sport 
had been sanctioned since the mid-1950s by the United States Auto Club (USAC), but 
many racing teams were dissatisfied with US AC’s administration and promotion of 
open-wheel racing. Consequently, CART was founded when 18 of the 21 team owners 
left USAC to form the new league. 


Growth and Division of U.S. Open-Wheel Racing 

For the first 17 years of its existence, CART dominated auto racing in the United States, 
and open-wheel racing enjoyed greater notoriety than other forms of racing, including 
stock-car racing. However, not everyone associated with open-wheel racing in the United 
States welcomed the success enjoyed by CART. One person with major concerns about 
the direction of CART was Anton H. “Tony” George, President of the Indianapolis 


*Don Roy, Middle Tennessee State University, prepared this case for classroom discussion rather than to illus¬ 
trate effective or ineffective handling of an administrative situation. 
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Motor Speedway. George’s family had founded the Indianapolis 500 and developed it 
into the premier American auto race and an event of worldwide significance. George 
was concerned that CART was beginning to lose sight of the interests of American 
open-wheel racing by holding events in foreign countries, putting too much emphasis 
on racing at road courses instead of oval tracks, and focusing too much on promoting 
top foreign drivers as CART stars. 

In 1994, George announced that he was creating a new open-wheel league that would 
compete with CART beginning in 1996 called the Indy Racing League (IRL) (the fore¬ 
runner to today’s IndyCar). The new league was divisive to open-wheel racing in the 
United States, as team owners were forced to decide whether to remain with CART or 
move to the new IRL. Only IRL members would be allowed to race in the Indianapolis 
500. CART teams responded by planning their own event on the same day as the India¬ 
napolis 500. CART held the U.S. 500 at the Michigan International Speedway on Memo¬ 
rial Day weekend, 1996, and drew over 100,000 spectators to the event. The rift between 
CART and the IRL moved to the courts when lawsuits were filed over use of the terms 
“IndyCar” and “Indy car,” which CART had licensed from the Indianapolis Motor 
Speedway for several years. The result of the lawsuit was that neither party could use 
the terms until December 31, 2002. 

The IRL-CART feud distracted both leagues and stock car racing solidified its stand¬ 
ing as the favorite motor sport in the United States. A 2001 ESPN Sports Poll survey 
found that 56 percent of American auto racing fans said stock car racing was their favor¬ 
ite type of racing, with open-wheel racing third at 9 percent (drag racing was second at 
12 percent). The diminished appeal of open-wheel racing contributed to additional pro¬ 
blems with sponsor relationships. Three major partners left CART, including Honda and 
Toyota, which provided engines and technical support to CART and its teams. In addi¬ 
tion, FedEx discontinued its title sponsor relationship with CART after the 2002 season. 
During the same time, the IRL struggled to find corporate partners as a weakened econ¬ 
omy and a fragmented market for open-wheel racing made both the IRL and CART less 
attractive to sponsors. 

The IRL experienced ups and downs in the years following the split. Interest in IRL as 
measured by television ratings took a noticeable dip between 2002-2004, with 25 percent 
fewer viewers watching races in 2004 than just two years earlier. The declining television 
audience was a factor in the IRL’s inability to sell naming rights for its series. The IRL 
went without a title sponsor for the series from 2002 through 2009. In contrast, NASCAR 
signed a blockbuster deal with Nextel that called for more $700 million over 10 years begin¬ 
ning in 2004. Industry experts believed that the most the IRL could command for its title 
sponsorship as long as it competed with CART was about $50 million over 10 years. 

In response to declining interest in the IRL, marketing initiatives were taken to reverse 
the trend. The IRL beefed up its marketing staff. The league did not even have a dedicated 
marketing staff until 2001. In 2005, the IRL launched a new ad campaign that targeted 18- 
to 34-year-old males. The focus of the ads was different, too. Instead of focusing on the 
cutting-edge technology found in IRL cars, as had been done in previous ad campaigns, 
the focus shifted to drivers and the drama created on the track. The campaign was part 
of a broader strategy to expand the association of IRL beyond a sport for middle-aged 
Midwestern males. The idea was to position the brand has hip and young. 

In support of this effort, two developments can be noted. First, the IRL followed a 
trend observed in NASCAR and got several celebrities involved in the sport through 
team ownership. Among the celebrities involved with the IRL are talk show host David 
Letterman, NBA star Carmelo Anthony, former NFL quarterback Jim Harbaugh, and 
actor Patrick Dempsey. Another celebrity involved with the IRL is rock star Gene 
Simmons. He is a partner in Simmons Abramson Marketing, who was hired to help the 
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IRL devise new marketing strategies. The firm’s entertainment marketing savvy was 
tapped to help the IRL connect with fans on an emotional level through its drivers, 
whom Simmons referred to as “rock stars in rocket ships.” 

Second, driver personalities began to give the IRL some visibility. The emergence of 
Danica Patrick as a star in the IRL broadened the appeal of the league and assisted its 
efforts to reach young males. In 2005, Patrick was a 23-year-old IRL rookie, who finished 
fourth in the Indianapolis 500. The combination of the novelty of a female driver and 
her captivating looks and personality made her the darling of American sports that 
year. Patrick’s effect on the IRL was very noticeable; the IRL reported gains in event 
attendance, merchandise sales, website traffic, and television ratings during Patrick’s 
rookie season. Patrick has drawn the interest of many companies that have hired her as 
a product endorser, including Motorola, Go Daddy, Boost Mobile, and XM Radio. In 
addition, she appeared in photo shoots in FHM and the 2008 and 2009 Sports Illustrated 
swimsuit issues. Another driver that has gained notoriety is Helio Castroneves, a Brazi¬ 
lian driver who won the Indianapolis 500 in 2001, 2002, and 2009. He enhanced his 
celebrity status by appearing on the popular television show Dancing with the Stars in 
2007, winning the competition. 


The Motorsports Market 

Although many forms of motorsports exist, competition for IndyCar can be narrowed to 
two properties: Formula 1 and NASCAR. Each competitor is discussed below. 

Formula 1 

Formula 1 is an open-wheel series that has the greatest global reach in terms of race 
venues and races exclusively on road courses. Formula l’s 20-race schedule includes 
eight races in Europe as well as races in Australia, Bahrain, Brazil, Canada, China, 
India, Japan, Malaysia, Singapore, South Korea, United Arab Emirates, and United 
States. A Formula I race is known as a Grand Prix, with each race taking on the name 
of the country hosting a particular race (e.g., Grand Prix of Spain). Formula 1 was the 
first racing league in the Western hemisphere to stage an event in the lucrative Chinese 
market. Formula l’s drivers have an international flavor. Most hail from European coun¬ 
tries, although there are also drivers from Australia, Brazil, and Japan. The winner of the 
Formula 1 season series is referred to as the “Formula 1 World Driver Champion” fur¬ 
ther reinforcing Formula 1 as a global racing league. 

IMASCAR 

The clear leader in the U.S. motorsports market is NASCAR (National Association of 
Stock Car Auto Racing). It was founded in the early 1950s, approximately the same 
time period when USAC was founded. NASCAR fields three racing circuits in the 
United States: The Sprint Cup Series, the Nationwide Series, and the Camping World 
Truck Series. The Sprint Cup Series is NASCAR’s premier circuit. Its 36 races are held 
primarily on oval tracks and exclusively in U.S. markets. Like IndyCar, NASCAR has a 
strong regional following, with the southeast U.S. being a long-time hotbed for the lea¬ 
gue. NASCAR was predominantly a southern U.S. sport until the 1990s as exposure 
provided by cable television and the emergence of strong driver personalities such as 
Dale Earnhardt and Jeff Gordon led to an explosion in NASCAR’s popularity. The lea¬ 
gue has become even more popular as it has focused on marketing drivers, especially 
young drivers often referred to as NASCAR’s “Young Guns.” League and sponsor pro¬ 
motion of drivers such as Dale Earnhardt, Jr., Jimmie Johnson, Ryan Newman, and 
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Kasey Kahne has vaulted NASCAR to a level of popularity in the U.S. second only to 
the National Football League. 

Today, NASCAR towers over IndyCar in the United States in terms of sponsor sup¬ 
port and audiences. NASCAR has sought to expand to become a truly national sport, 
adding races in Chicago, southern California, and Texas while eliminating races in smal¬ 
ler markets such as Rockingham, North Carolina. Future expansion plans include adding 
events in the Pacific Northwest and the New York City area. The average television audi¬ 
ence for NASCAR races in 2011 averaged approximately 5 percent of U.S. households, 
compared to less than 2 percent for IndyCar. As a result of NASCAR’s popularity 
growth, it was able to negotiate a lucrative, multi-billion dollar contract with Fox and 
ESPN, while IndyCar struggled to secure a favorable television deal. 


Reunification 

Many racing observers believe that open-wheel racing could have been as popular as 
NASCAR is today. In the 1980s and early 1990s it was CART that enjoyed greater pop¬ 
ularity and television ratings. The split in open-wheel racing that led to the formation of 
the IRL was a setback to open-wheel racing in general. The split resulted in a dilution of 
competition quality, sponsor dollars, and fan support. Many experts believed a reunifica¬ 
tion of open-wheel racing was the only way to compete against NASCAR. 

The long awaited reunification of U.S. open-wheel racing occurred before the begin¬ 
ning of the 2008 season. Champ Car’s operations (CART had changed ownership and its 
name in 2007) were on the verge of ceasing following the cancellation of its final event in 
2007 and uncertainty whether a 2008 schedule would be run. Tony George’s IRL bought 
the assets of Champ Car for a mere $10 million and provided a $30 million capital 
investment for equipment and incentives to bring Champ Car teams into the IRL fold. 

After reunification, the IRL rebranded as IndyCar, and its reunified open-wheel racing 
circuit was branded the IndyCar Series. Decisions had to be made about the markets and 
racing courses that the IndyCar Series would target following the merger of Champ Car 
and IRL. The 2012 schedule included 16 races—less than one-half the number of NASCAR 
Sprint Cup Series races (see Case Exhibit 12.1). One change has been an increase in the 
number of street and road course races. The IndyCar Series added street races in markets 
that had been very successful for CART/Champ Car: Long Beach, California, and Toronto, 
Ontario. Road/street races make up 11 of the 16 races on the IndyCar Series schedule. In 
contrast, only two of the 36 races in the NASCAR Sprint Cup Series are held on road 
courses. This characteristic of IndyCar’s schedule is drastically different than the product 
of the old IRL, which ran on oval tracks exclusively between 1996 and 2008. 

In addition to the influence of Champ Car’s strategy of more street/road courses, 
another feature of Champ Car that IndyCar sought to leverage was the positioning of 
races as entertainment events. The race itself is only one piece of the product. Champ 
Car used the term “Festival of Speed” to position its events. In addition to the race, 
fans can often partake in such activities as kids’ zones, beach volleyball, wine tasting, or 
live concerts. One description of this approach is “We throw a party and a race breaks 
out. We don’t want people to come out and sit in metal grandstands for three hours and 
get sweaty and get sunburned and go home. We want stuff going on everywhere.” The 
festival concept has been a success. Street races in Long Beach and Toronto annually 
draw more than 150,000 people over the course of a three-day race schedule. 

Another positive development for the IndyCar Series was a new television broadcast 
partner. ABC has televised the Indianapolis 500 for 45 years, and IndyCar will con¬ 
tinue that relationship. For most of the other races on the schedule (at least 13 per sea¬ 
son), IndyCar broke ties with ESPN and signed a 10-year, $67 million contract with 
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CASE EXHIBIT 

12. 2012 IndyCar Series Racing Schedule 

Date 

Race 

March 25 

Honda Grand Prix of St. Petersburg (St. Petersburg, FL) 

April 1 

Honda Indy Grand Prix of Alabama (Birmingham, AL) 

April 15 

Toyota Grand Prix Long Beach (Long Beach, CA) 

April 29 

Sao Paulo Indy 300 (Brazil) 

May 27 

Indianapolis 500 (Indianapolis, IN) 

June 3 

Chevrolet Detroit Belle Isle Grand Prix (Detroit, MI) 

June 9 

Firestone 550, Fort Worth (Fort Worth, TX) 

June 16 

Milwaukee IndyFest (Milwaukee, WI) 

June 23 

Iowa Corn Indy 250 (Newton, IA) 

July 8 

Honda Indy Toronto (Canada) 

July 22 

Edmonton Indy (Canada) 

Aug. 5 

Honda Indy 200 at Mid-Ohio (Lexington, OH) 

Aug. 19 

IndyQingdao 600 (China) 

Aug. 26 

Indy Grand Prix of Sonoma (Sonoma, CA) 

Sept. 2 

Grand Prix of Baltimore (Baltimore, MD) 

Sept. 15 

Auto Club Speedway (Fontana, CA) 


*Race was cancelled June 2012; no race scheduled in its place. 

Source: IZOD IndyCar Series—2012 Schedule, IndyCar website, http://www.indycar.com/schedule, accessed 
July 29, 2012. 


VERSUS—rebranded in 2011 as the NBC Sports Network. While the NBC Sports Network 
has a smaller audience than ESPN, it covers fewer sports and plans to give the IndyCar 
Series more coverage (at least 10 hours per week during the racing season) than ESPN 
did when it owned the broadcast rights. The expanded coverage has helped IndyCar 
move beyond merely broadcasting races to tell the story of its drivers and the series. 

Steps Forward, Backward 

Both optimism and uncertainty existed as IndyCar moved beyond reunification. A pri¬ 
mary concern for IndyCar following reunification was top leadership. Tony George 
resigned his top positions with both IndyCar and the Indianapolis Motor Speedway in 
July 2009. His role in causing the split in open-wheel racing was never forgotten, and 
many people within the industry believed a reunified league would benefit from a new 
leader. In 2010, Randy Bernard joined IndyCar as CEO following a highly successful ten¬ 
ure leading Professional Bull Riders. Bernard created excitement around PBR events and 
marketed riders’ personalities. He had similar priorities for IndyCar. Bernard wanted to 
raise the profile of IndyCar drivers, to make them “bigger than life.” More elaborate 
driver introductions were produced at races to spotlight drivers, and the league invested 
in an office responsible for placing IndyCar and drivers in television and movies. Ber¬ 
nard’s commitment to marketing was apparent in the successes IndyCar had signing 
new sponsors and moving into new markets in the United States (Baltimore) as well as 
Brazil and China. Bernard’s efforts to grow IndyCar showed signs of paying off, as aver¬ 
age viewership of televised races increased from 1.1 million in 2010 to 1.3 million in 
2011. Also, average attendance rose from 88,805 per race in 2010 to 97,852 in 2011. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 






446 Part 5: Cases 


IMew Business Opportunities 

Optimism also existed in new business opportunities IndyCar was realizing. One area 
where IndyCar has made important gains is sponsorships. New marketing agreements 
have been signed with Coca-Cola, Orbitz, and The National Guard. A partnership with 
Mattel brought Hot Wheels-branded IndyCars to retail stores and IndyCar Series events, 
promoting drivers and the Series schedule by including it on product packaging. In 2010, 
the IndyCar Series landed a title sponsor for the first time since 2001 when IZOD began 
a six-year deal for the IZOD IndyCar Series. IZOD immediately realized benefits of its 
IndyCar sponsorship. Using a variety of performance metrics including brand familiarity 
and digital impressions, IZOD concluded that the first year of the sponsorship in 2010 
delivered a 350 percent return on investment. IZOD focused its marketing efforts on 
advertising, in-store displays, and special events. In particular, IZOD felt it had achieved 
desired impacts among a key demographic: 25- to 35-year-old males. 

Signs of sponsorship growth were seen in 2011. All five sponsors whose deals were up 
for renewal re-signed with IndyCar: Firestone, Peak Performance Motor Oil, The 
National Guard, Philips, and Honda. Also, new sponsorship deals were signed with the 
Boy Scouts of America, MGM Resorts, Green Fuel Technologies, Las Vegas Convention 
and Visitors Authority, and Trim Nutrition. Sponsorship categories that the league 
hoped to fill included financial services, health and wellness, green energy, alcohol, and 
technology. In 2012, IndyCar added new sponsors, a sign that the league may be heading 
in the right direction. Discover became the official credit card of IndyCar, a category 
sponsorship that had been vacant since 2006. Fuzzy Vodka also signed on as a sponsor. 
A partnership with hat retailer Lids put IndyCar merchandise in the company’s 1,000- 
plus stores and turned over management of IndyCar’s online merchandise sales to Lids. 
Also, Chevrolet and Lotus, a British firm, joined Honda as engine suppliers in 2012. The 
addition of these engine manufacturers, coupled with Firestone’s decision to renew its 
partnership as the official tire supplier, were positive developments that strengthened 
IndyCar’s relationships with its equipment providers. 

Another step forward for IndyCar is increasing its presence beyond tracks and race 
broadcasts. IndyCar will be prominently featured in the DreamWorks movie “Turbo.” 
It is a story of a snail that dreams of being fast enough to win the Indianapolis 500. 
The movie will be released in 2013 and feature the Indianapolis Motor Speedway as 
well as several IndyCar teams, drivers, and sponsors. IndyCar stands to reap great bene¬ 
fits from the exposure that a DreamWorks movie can provide; an estimated $100 million 
will be spent by the studio to promote “Turbo.” Also, a weekly television series “INDY- 
CAR 36” follows a driver at the track and away from it over a 36-hour period that gives 
fans a more intimate view of some of the personalities of IndyCar. 

Global Expansion? 

IndyCar executives see potential benefits in global expansion, although not all car owners 
are bullish on adding more races outside of North America. CEO Randy Bernard wants 
to increase the current IndyCar Series schedule from 16 to 20 races. Among his desires 
are scheduling two races each in Brazil and China. The league would gain large sanction¬ 
ing fees, the payment made by a race promoter to stage a race. Great fan interest in mar¬ 
kets like Brazil and China means that fees for international TV rights IndyCar receives 
would increase by staging races in lucrative markets. Cities in emerging markets eager to 
showcase their locations would welcome IndyCar. And, holding races outside of North 
America expands the potential pool of sponsors for the league and racing teams. 

However, not all teams share the enthusiasm for global expansion. Established teams 
with sponsors whose base of operations is primarily North America say that global 
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expansion hurts exposure for their sponsors and television ratings as races are broadcast 
either live in early-morning hours or rebroadcast after the outcome is known. The con¬ 
sensus among car owners is that while an international presence is beneficial to the Indy- 
Car Series, its efforts must focus on growing the business in North America. Adding a 
race in Canada is appealing to IndyCar because of the success of races in Toronto and 
Edmonton. Vancouver, Calgary, and Quebec City have been mentioned as possible addi¬ 
tions to future IndyCar schedules. 

Fan Engagement 

Another marketing priority for IndyCar has been to enhance engagement with fans, both 
at and away from the tracks. Developing a consistent presentation for all events has 
enhanced the fan experience at IndyCar Series races. The IZOD IndyCar Fan Village 
debuted in 2011 and included involvement from several sponsors in the form of pavi¬ 
lions that gave fans opportunities to interact with sponsors’ products, play games, and 
visit exhibits. The decision to go with a league-operated experience was made because 
of an inconsistent presence of interactive areas for fans—some race venues had many 
exhibits while others had few interactive opportunities. A key feature of the IZOD Indy¬ 
Car Fan Village is that admission requires fans to be a member of IndyCar Nation. 
Membership is free; the purpose of the membership requirement is to enable IndyCar 
to collect more data about fans that attend races. 

Improving the fan experience has not been limited to efforts at the tracks. A redesign 
of the IndyCar.com website connected fans with content on the league’s social media 
sites (Facebook, Twitter, YouTube, and Flickr) as well as bloggers from other sites writ¬ 
ing about IndyCar. Also, the profile of sponsors was elevated as league partners were 
featured on the website. IndyCar uses social networking to engage fans beyond providing 
news and information. The league partnered with Cie Games, a gaming company that 
created the Facebook game “Car Town.” The game has more than eight million players. 
IndyCar’s presence in “Car Town” includes cars that players buy and a pit-stop challenge 
with an Indianapolis 500 theme. IndyCar and Cie Games shared revenue from IndyCar- 
related purchases made by “Car Town” players. 

Tike NASCAR, IndyCar is challenged to get young people interested in the sport. 
Among the steps taken to target youth have been lowering the age to enter the garage 
area to as young as 9 years old. Also, the Indianapolis Motor Speedway offered children 
12 and under a free general admission ticket to the race with a paid adult ticket. Creating 
value by offering interactive, entertaining experiences at races at customer-friendly prices 
has potential strategic benefits for IndyCar. Michael Andretti, a former IRL driver and 
now IndyCar team owner, believes the cost advantage of attending IndyCar races com¬ 
pared to NASCAR gives the league an upper hand in a difficult economic environment. 

Lingering Concerns 

Despite the positive developments for IndyCar, the long-term future is unclear. One concern 
is the mix of racetracks and target markets. The 2012 schedule has twice as many road/street 
races than oval track races. IndyCar touts the mix of races as challenging to drivers, forcing 
them to master a variety of tracks in order to win the IndyCar season championship. Critics 
fear fewer oval tracks will take the IndyCar series away from its roots. Also, oval track racing 
is more popular with fans in the United States as evidenced by NASCAR’s popularity. 

The trend toward scheduling more races outside the United States is another concern. 
While only four of the 16 markets on the 2012 schedule were outside the U.S. (two in 
Canada and one each in Brazil and China), some observers feel that IndyCar is not 
doing enough to market itself in the U.S. nor adequately promoting American drivers. 
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The IndyCar driver roster has a more global flavor to it than NASCAR, with drivers hail¬ 
ing from Brazil, Canada, England, France, New Zealand, Spain, and Switzerland, in addi¬ 
tion to American drivers. The strong Midwestern U.S. influence of IndyCar seems to be 
at odds with the globalization of auto racing in general and the desires of IndyCar lead¬ 
ership in particular. 

Another challenge faced by IndyCar has been to bring stability to its schedule. Amer¬ 
ican markets such as Cincinnati and Nashville were dropped as IndyCar seeks to find the 
best locations and tracks for its events. Financial problems of race promoters created 
headaches for IndyCar to meet its planned race schedule. In 2012, the first-ever IndyCar 
race in China had to be canceled when the race promoter could not meet the financial 
requirements to hold the race. As a result, the season was reduced to 15 races. Also, pro¬ 
moters of the Baltimore Grand Prix faced serious financial problems that threatened the 
two-year-old event. Luckily, a new promoter was signed to bring in financial stability. 

Maintaining continuity in drivers has been an issue facing Indy racing for years as 
successful drivers have left to pursue more lucrative opportunities in NASCAR. Tony 
Stewart, Sam Hornish, Jr., and Robby Gordon all left for NASCAR in recent years, and 
the most popular IndyCar driver in two decades, Danica Patrick, left IndyCar to compete 
in NASCAR in 2012. Marketing top drivers can be an effective strategy, but those efforts 
can be negated if a driver leaves for another series. Despite only winning one race in 
seven years, Patrick had brought great interest to the league with a combination of 
attractiveness and determination. Her popularity brought Patrick many endorsement 
deals, making her very appealing to sponsors seeking to reach the large audience that 
NASCAR has. Despite Danica Patrick’s popularity and visibility as the face of IndyCar, 
some insiders believe that her departure will actually benefit the league. Patrick’s presence 
overshadowed other drivers like four-time IndyCar Series champion Dario Franchitti. 
Now, the league can be more diverse in its marketing of drivers and personalities. 

Problems with schedules, race promoters, and marketing drivers paled in comparison 
to the situation IndyCar was forced to deal with on October 16, 2011, at the season¬ 
ending race in Las Vegas. IndyCar invested heavily in the race, taking the unusual step 
of renting the track and handling all promotions and race operations. A crowd of 70,000 
was anticipated, including 50,000 tickets that were given away to fans that supported 
other IndyCar races during the season. A massive marketing blitz included more than 
1,600 ads on radio, TV, and billboards. Randy Bernard issued a $5 million challenge to 
any driver from NASCAR or Formula 1 that entered and won the race. No drivers 
accepted the challenge, so Bernard sought to build excitement by offering a fan a chance 
to split $5 million with driver Dan Wheldon, the 2011 Indianapolis 500 winner. Go 
Daddy sponsored Wheldon as part of a special promotion, the Go Daddy IndyCar Chal¬ 
lenge. To add intrigue to the promotion, Wheldon would start the race from the back of 
the field. The promotion had the desired effect as thousands of people entered online for 
a chance at the prize money. However, the excitement and buzz created for the race was 
replaced with grief and loss; Dan Wheldon was killed in a horrific crash just 11 laps into 
the race. 

Dan Wheldon’s death called into question the safety of racing on oval tracks, which 
were built for stock car racing such as NASCAR. IndyCars reach speeds of more than 
220 miles per hour, significantly faster than stock cars. Many people in the racing indus¬ 
try said that IndyCar should discontinue racing on ovals. The decision is complicated by 
the fact that American auto racing fans prefer racing on oval tracks. One executive said 
of IndyCar: “the cars have to adapt to run these oval tracks, or I don’t think the sport 
has a very bright future.” The Wheldon tragedy brought scrutiny to the IndyCar Series 
and the safety of its drivers. In the days following Wheldon’s death, CEO Randy Bernard 
said that IndyCar was “in crisis, and we have to get answers.” 
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Conclusion 

Auto racing has been the fastest growing spectator sport in the United States in recent 
years. Unfortunately, open-wheel racing has experienced a period of decline while other 
forms of auto racing have grown. IndyCar is a distant second to NASCAR in terms of 
popularity. The league must strengthen its standing in the American motorsports mar¬ 
ket. With the two major open-wheel leagues reunified, IndyCar must reconnect with fans 
and sponsors as well as build new relationships. And, it must ensure the safety of its 
greatest marketing asset—the IndyCar drivers. 

Questions for Discussion 

1. Identify the external factors that have impacted and continue to impact IndyCar and 
its marketing efforts. Which factors appear to be IndyCar’s greatest opportunities and 
threats? 

2. What are IndyCar’s greatest strengths? Which weaknesses would you recommend 
IndyCar attempt to convert into strengths? How might these weaknesses be converted? 

3. What advantages does IndyCar possess over NASCAR? How should these advantages 
be used by IndyCar to compete with NASCAR? 

4. What can IndyCar learn from NASCAR’s success? Are there elements of NASCAR’s 
marketing strategy that IndyCar could adopt? 

5. What steps should IndyCar take to move beyond the death of Dan Wheldon and 
reassure both fans and drivers about the safety of IndyCar racing? 
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Zappos: Delivering 
Happiness* 


This case examines Zappos’ unique marketing strategy and corporate culture, both of 
which focus on delivering happiness to the company’s varied stakeholders. Despite a 
few stumbles along the way, Zappos has been a role model of success since its founding 
in 1999. The company survived the dot-com collapse because its charismatic CEO, 

Tony Hsieh, created a corporate culture that put its customers and employees ahead 
of financial success. The case looks at Zappos’ business model and how it influences 
the company’s relationships with customers, employees, the environment, and its 
communities. The case also discusses some of the challenges the company faces and 
how it plans to move into the future. 

Marketing strategy, ecommerce, branding, long-term customer relationships, customer 
satisfaction, corporate culture, employee relations, social responsibility, customer 
loyalty, corporate reputation 

C an a company focused on happiness be successful? Zappos, an online retailer, is 
proving that it can. The company’s revenue grew from $1.6 million in 2000 to 
$1.64 billion in 2010. Tony Hsieh, Zappos’ CEO says, “It’s a brand about 
happiness, whether to customers or employees or even vendors.” Zappos’ zany 
corporate culture and focus on customer satisfaction has made it both successful and a 
model for other companies. 


The History of Zappos 

Nick Swinmurn founded Zappos in 1999 after a fruitless day spent shopping for shoes in 
San Francisco. After looking online, Swinmurn decided to quit his job and start a shoe 
website that offered the best selection and best service. Originally called ShoeSite.com, 
the company started as a middleman, transferring orders between customers and suppli¬ 
ers but not holding any inventory. The website was soon renamed Zappos, after the 
Spanish word for shoes (zapatos). 

In 2000, entrepreneur Tony Hsieh became the company’s CEO. Hsieh, 26 at the time, 
was an early investor in Zappos, having made $265 million selling his startup company 
to Microsoft in 1998. Hsieh wasn’t initially sold on the idea of an Internet shoe store. He 


*Harper Baird, Bernadette Gallegos, and Beau Shelton developed this case under the direction of O.C. Ferrell 
and Linda Ferrell, University of New Mexico. It is intended for classroom discussion rather than to illustrate 
effective or ineffective handling of administrative situation. 
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told Inc. Magazine, “It sounded like the poster child of bad Internet ideas...but I got 
sucked in.” After becoming CEO, Hsieh made an unconventional decision to keep Zap- 
pos going, even selling his San Francisco loft to pay for a new warehouse and once set¬ 
ting his salary at just $24. 

Zappos struggled its first few years, making sales but not generating a profit. The dot¬ 
com crash forced Zappos to lay off half its staff, but the company recovered. By the end 
of 2002, Zappos had sales of $32 million but was still not profitable. In 2003, the com¬ 
pany decided that in order to offer the best customer service, it had to control the entire 
value chain—from order to fulfillment to delivery—and began holding its own inventory. 
Zappos moved to Las Vegas in 2004 to take advantage of a larger pool of experienced 
call center employees. The company generated its first profit in 2007 after reaching 
$840 million in annual sales. Zappos also started to be recognized for its unique work 
environment and approach to customer service. 

In 2010, Amazon bought the company for $1.2 billion. Although Hsieh had rejected 
an offer from Amazon in 2005, he believed that this buyout would be better for the com¬ 
pany than management from the current board of directors or an outside investor. Hsieh 
said, “With Amazon, it seemed that Zappos could continue to build its culture, brand, 
and business. We would be free to be ourselves.” Amazon agreed to let Zappos operate 
independently and to keep Hsieh as CEO (at his current $36,000 annual salary). Hsieh 
made $214 million from the merger, and Amazon set aside $40 million for distribution 
to Zappos employees. After the merger, the company restructured into 10 separate com¬ 
panies organized under the Zappos Family. 


Zappos' Business Model and Operating 
Philosophy 

Zappos has ten core values that guide every activity at the company and form the heart 
of the company’s business model and culture: 

Deliver WOW through service. 

Embrace and drive change. 

Create fun and a little weirdness. 

Be adventurous, creative and open-minded. 

Pursue growth and learning. 

Build open and honest relationships with communication. 

Build a positive team and family spirit. 

Do more with less. 

Be passionate and determined. 

Be humble. 

Zappos’ core values differ from those of other companies in a couple of ways. In addi¬ 
tion to being untraditional, the core values create a framework for the company’s actions. 
This is exemplified in the company’s commitment to their customers’ and employees’ 
well-being and satisfaction. 


Zappos' Customer-Focused Business Model 

The Zappos business model is built around developing long-term customer relationships. 
Zappos does not compete on price because it believes that customers will want to buy 
from the store with the best service and selection. The company strives to create a 
unique and addicting shopping experience, offering a wide selection of shoes, apparel, 
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accessories, and home products, free shipping to the customer, free shipping and full 
refunds on returns, and great customer service. 

Shopping an Zappos strives to make the shopping experience enjoyable. 

The website is streamlined for an easy shopping experience. Products are grouped in spe¬ 
cialized segments, with some (like outdoor products) on their own mini-sites. Customers 
can view each product from multiple angles thanks to photographs taken at the com¬ 
pany’s studio, and Zappos employees make short videos highlighting the product’s fea¬ 
tures. Zappos analyzes how customers navigate the site to improve features, adapt search 
results, and plan inventory. 

This spirit of simplicity, innovation, and great service extends to Zappos’ inventory 
and distribution systems as well. Zappos has one of the few live inventory systems on 
the web. If the Zappos website displays an item, it is in stock. Once the company sells 
out of an item, the listing is removed from the website. This helps to reduce customer 
frustration. Its inventory and shipping systems are linked directly to the website via a 
central database, and all its information systems are developed in-house and customized 
to the company’s needs. Their warehouses operate around the clock, which allows them 
to get a product to the customer faster. Fast shipping creates an instant gratification that 
is similar to shopping in a physical store. 

Most companies have a negative view toward returns, but Zappos’ mentality is the 
complete opposite. It sees returns as the ability to maintain customer relationships and 
to increase its profits. Zappos offers a 100% Satisfaction Guaranteed Return Policy. If a 
customer is not satisfied with a purchase, he or she can return it within 365 days for a 
full refund. The customer can print a pre-paid shipping label that allows all domestic 
customers to return the product for free. This return policy encourages customers to 
order several styles or different sizes and return the items that do not work out. 

While this strategy seems expensive, it actually works to Zappos’ advantage. The aver¬ 
age industry merchandise return rate is 35 percent, but Zappos’ most profitable customers 
tend to return 50 percent of what they purchase. The customers who have the higher 
return percentages are the most profitable because they have experienced Zappos’ cus¬ 
tomer service and return policy, which create loyalty to the company. These customers 
are likely to make purchases more often and to spend more on each purchase. Craig 
Adkins, who is the vice president of services and operations, stated that this is exactly 
what has made Zappos so successful, saying, “Since it costs the same to ship a $300 pair 
of pumps as it does a $30 pair of sandals, the Zappos policy of winning over shoppers with 
its returns policy has helped to bring in high profit margins on many of its orders.” 

Customer Service What really makes the Zappos business model unique is the com¬ 
pany’s focus on customer service. The company has established a method of serving cus¬ 
tomers and handling their issues that is distinctive from the rest of the industry. Zappos 
believes great customer service is an opportunity to make the customer happy. Custo¬ 
mers are encouraged to call Zappos with any questions. The number is displayed on 
every page of the website. Hsieh says, “...At Zappos, we want people to call us. We 
believe that forming personal, emotional connections with our customers is the best 
way to provide great service.” Customer service representatives also actively use social 
media sites such as Facebook and Twitter to respond to customer issues. 

Another key aspect of Zappos’ customer service model is that nothing is scripted. 
Employees have free reign in their decision-making and are expected to spend as much 
time as they need to “wow” customers. They help customers shop, even on their compe¬ 
titors’ websites, encourage them to buy multiple sizes or colors to try (since return ship¬ 
ping is free), and do anything it takes to make the shopping experience memorable. 
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Zappos’ customer service representatives try to develop relationships with their custo¬ 
mers and make them happy. Stories about great customer service include customer sup¬ 
port calls that last for hours, sending flowers to customers on their birthdays, and 
surprise upgrades to faster shipping. Some extreme cases have included Zappos hand¬ 
delivering shoes to customers who have lost luggage and to a groom who forgot the 
shoes for his wedding. Zappos has even sent pizzas to the homes of customers who 
have tweeted to the company about being hungry. 

Zappos believes that great customer experiences encourage customers to use the store 
again. In addition, Zappos’ long-term strategy is based on the idea that great customer 
service will help them expand into other categories. While around 80 percent of Zappos’ 
orders come from shoes, the markets for housewares and apparel are much larger. The 
company says it will expand into any area that it is passionate about and that meet their 
customers’ needs. 

The company also considers word-of-mouth marketing to be the best way to reach 
new customers. CFO/COO Alfred Lin says, “The customer is more powerful than paid 
advertising.” With over 75 percent of purchases made by repeat customers, it is evident 
that Zappos’ mission to “provide the best customer service possible” is working well for 
the company. 

Corporate Culture and Work Environment 

The corporate culture at Zappos sets it apart from nearly every other company. As Ama¬ 
zon’s CEO, Jeff Bezos, says, “I’ve seen a lot of companies, and I have never seen a com¬ 
pany with a culture like Zappos.” Zappos’ unorthodox culture is the work of CEO Tony 
Hsieh, an innovative and successful entrepreneur. Hsieh built the culture on the idea that 
if you can attract talented people and employees enjoy their work, great service and 
brand power will naturally develop. 

Zappos is famous for its relaxed and wacky atmosphere. Employee antics include Nerf 
ball wars, office parades, ugly sweater days, and donut-eating contests. The headquarters 
features an employee nap room, a wellness center, and an open mic in the cafeteria. 
Other quirky activities include forcing employees to wear a “reply-all” hat when they 
accidentally send a company-wide e-mail. This environment isn’t just fun; it’s also stra¬ 
tegic. According to Zappos, “When you combine a little weirdness with making sure 
everyone is also having fun at work, it ends up being a win-win for everyone: Employees 
are more engaged in the work that they do, and the company as a whole becomes more 
innovative.” 

The key to creating a zany work environment lies in hiring the 
right people. The job application features a crossword puzzle about Zappos and asks 
employees questions about which superhero they’d like to be and how lucky they are. 
They may also check how potential employees treat people like their shuttle driver. Zap¬ 
pos is looking for people with a sense of humor who can work hard and play hard. 
Potential employees go through both cultural and technical interviews to make sure 
they will fit with the company. However, even Hsieh admits that finding great employees 
is tough. “One of the biggest enemies to culture is hyper-growth. You’re trying to fill 
seats with warm bodies, and you end up making compromises,” says Hsieh. 

All new employees then attend a five-week training program, which includes two 
weeks on the phones providing customer service and a week fulfilling orders in a ware¬ 
house. To make sure that new employees feel committed to a future with the company, 
Zappos offers $2,000 to leave the company after the training (less than 1 percent of new 
employees take the deal). Even after the initial training is over, employees take 200 hours 
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of classes—with the company, covering everything from the basics of business to 
advanced Twitter use—and read at least nine business books a year. 

efits Another aspect of Zappos that is unique is the benefits that it provides to its 
employees. The company has an extensive health plan, where it pays 100 percent of 
employee’s medical benefits and on average 85 percent of medical expenses for employ¬ 
ees’ dependents. The company also provides employees with dental, vision, and life 
insurance. Other benefits include a flexible spending account, pre-paid legal services, a 
40 percent employee discount, free lunches and snacks, paid volunteer time, life coach¬ 
ing, and a car pool program. 

Along with the extensive benefits package, Zappos has developed a compensation 
model for its “Customer Loyalty Team” (call center representatives) that incentivizes 
employee development. All employees are paid $11 per hour for the first 90 days. After 
90 days, the employee moves to $13 per hour. To move beyond $13 an hour, employees 
must demonstrate growth and learning by completing specific skill set courses that allow 
employees to specialize in certain areas of the call center. Although the reasoning for 
Zappos’ compensation model is to motivate employees and promote personal growth, 
the $13 base pay is less than the national hourly average of $15.92 earned by call center 
representatives. Zappos says, “While the Zappos Family tends to pay on the low-average 
to average side of the scale, the relaxed environment and potential for advancement both 
add value that cannot be counted on a paycheck.” 

Work-Life Integratioi One of Zappos’ core values is “Build a positive team and 
family spirit,” so the company expects employees to socialize with each other both in 
and out of the office. In fact, managers spend 10 to 20 percent of their time bonding 
with team members outside of work. Zappos outings include hiking trips, going to the 
movies, and hanging out at bars. Hsieh says that this increases efficiency by improving 
communication, building trust, and creating friendships. 

Along with creating friendships, employees are encouraged to support each other. 
Any employee can give another employee a $50 reward for great work. Zappos employ¬ 
ees compile an annual “culture book” comprised of essays on the Zappos culture and 
reviews of the company. The culture book helps employees to think about the meaning 
of their work and is available unedited to the public. 

This positive work environment comes with the expectation that employees will work 
hard. Employees are evaluated on how well they embody the core values and inspire 
others. Zappos will fire people who are doing great work if they don’t fit with the culture 
of the company. Hsieh says, “We definitely don’t want anyone to feel that they’re entitled 
to employment for life. It’s more about us creating an environment and growth oppor¬ 
tunities for our employees such that they want to be employees for life.” 

As with its customers, the foundation of Zappos’ relationships with its 
employees is trust and transparency. The company wants its employees, like its customers, 
to actively discuss any issues or concerns that may come up. Hsieh does not have an office; 
he sits in an open cubicle among the rest of the employees. He believes that “the best way to 
have an open-door policy is not to have a door in the first place.” Zappos’ management is 
very open with employees by regularly discussing issues on the company blog. Employees 
receive detailed information about the company’s performance and are encouraged to 
share information about the company. Zappos believes that employees should develop 
open and honest relationships with all stakeholders with the hope that this will assist in 
maintaining the company’s reputation. Hsieh uses Facebook and Twitter to share informa¬ 
tion with employees and customers (he has over 2.6 million followers). 
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Despite the benefits of transparency, it can also be painful at times. In October 2008, 
Sequoia Capital, a venture capital firm and controlling investor in Zappos, told the com¬ 
pany to “cut expenses as much as possible and get to profitability and cash flow pos¬ 
itive as soon as possible.” As a result, Hsieh had to make a difficult decision and lay 
off 8 percent, or 124, of Zappos’ employees. Hsieh strived to handle the layoffs in a 
respectful and kind manner. He sent an e-mail notifying employees of the layoff and 
was honest and upfront about the reasons behind the decisions, even discussing the 
move on Twitter and his blog. Employees who were laid off received generous sever¬ 
ance packages, including six months of paid COBRA health insurance coverage. 
Because of the company’s honesty and transparency, employees and customers were 
more understanding of the tough decision Hsieh and Zappos had to make. Although 
some companies may hesitate to open themselves to public criticism, Zappos feels it 
has nothing to hide. In fact, most of the public posts on Zappos’ social media sites 
are praise from customers. 

Corporate Social Responsibility Zappos also takes an unconventional approach to 
corporate social responsibility and philanthropy. Many companies have CSR programs 
that are dedicated to a certain area or cause such as education, but Zappos prefers to 
support a variety of programs based on the needs of communities and the interests of 
employees. 

Zappos is involved in a variety of philanthropic efforts. Programs include donating 
shoes and gifts, giving gift cards to elementary school students, and participating in 
LIVESTRONG Day (wearing yellow to create awareness about cancer). Zappos donates 
money to organizations such as the Shade Tree, a non-profit that provides shelter to 
women and children, and the Nevada Childhood Cancer Foundation. 

Zappos recently started a campaign to improve the company’s impact on the environ¬ 
ment. A group of employees created the initiative, which is known as Zappos Leading 
Environmental Awareness for the Future (L.E.A.F.). The campaign focuses on several 
environmental efforts, including a new recycling program, community gardens, and get¬ 
ting LEED certification for the company. L.E.A.F.’s most recent effort was Zappos 
Recycles Day, an event to raise awareness on recycling and other ways the company 
can reduce its carbon footprint. Like the rest of the company, L.E.A.F. is very open 
with its progress posted on its Twitter account and blog. 

Another area on the company’s blog is a section on “Eco-friendly Products.” Here, the 
company highlights new products that are organic or were manufactured using environ¬ 
mentally friendly procedures. The postings also list ways that customers can live more 
sustainable lifestyles, including tips on how to throw an eco-friendly party. 


Zappos' Marketing Challenges 

Like any company, Zappos has faced some challenging business and ethical issues in the 
past. When these issues occur, Zappos attempts to handle situations in a professional 
and efficient manner. However, the transparency at Zappos makes some business and 
ethical issues more complex as the company strives to solve problems while keeping its 
stakeholders informed. 

Merger with Amazon 

In 2009, Zappos was acquired by ecommerce giant Amazon.com. Many Zappos custo¬ 
mers were confused by the unexpected move and expressed concerns about the future 
of the company’s culture and customer service. Most CEOs would not have felt any 
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obligation to address customer concerns over the merger, but Tony Hsieh valued the 
support of Zappos’ employees and customers. 

Shortly after the acquisition, Hsieh issued a statement about why he sold Zappos to 
Amazon. In the statement, Hsieh discussed the disagreement between Zappos and 
Sequoia Capital over management styles and company focus. Specifically, Hsieh said, 
“The board’s attitude was that my ‘social experiments’ might make for good PR but 
that they didn’t move the overall business forward. The board wanted me, or whoever 
was CEO, to spend less time on worrying about employee happiness and more time sell¬ 
ing shoes.” Hsieh and Alfred Lin, Zappos’ CFO and COO, were the only two members 
on the board committed to preserving Zappos’ culture. The board could fire Hsieh and 
hire a new CEO who would focus more on profits. 

Hsieh decided that the best way to resolve these issues was to buy out the board, 
but he could not do this on his own. After meeting with Amazon CEO Jeff Bezos, 
Hsieh committed to a full acquisition, as long as Zappos could operate independently 
and continue to focus on building its culture and customer service. Many customers 
were concerned that Amazon was not a good fit for Zappos, but Hsieh addressed 
those concerns, saying, “Amazon wants to do what is best for its customers—even, 
it seemed to me, at the expense of short-term financial performance. Zappos has 
the same goal. We just have a different philosophy about how to do it.” Although 
consumers were not pleased with the acquisition, they at least understood why it 
occurred. Moreover, Hsieh’s commitment to his beliefs and management style reso¬ 
nated with customers and employees. 

More than Shoes Campaign 

To bring awareness to the fact that Zappos sells more than just shoes, Zappos created a 
marketing campaign in 2011 that was designed to catch people’s attention. The company 
released several advertisements that featured people who appeared to be naked doing 
daily activities such as running, hailing a cab, and driving a scooter. The creative adver¬ 
tisements had certain parts of models’ bodies blocked off with a box that said “more than 
shoes.” The campaign received criticism from several groups because of its sexual nature. 
However, the catch with these ads was that the subjects of the ads were not actually 
nude; they wore bathing suits or small shorts that were later covered by the box. Because 
of the negative attention, Zappos pulled the ads and released an apology that explained 
the production process. 

Technical Difficulties 

In October 2011, Zappos experienced some technical difficulties that resulted in 
delays and problems in customers’ orders and shipments. Zappos upgraded one of 
its processing systems, and in the process many orders were deleted or delayed. 
Some orders had the incorrect shipping information, and products were shipped to 
the wrong location. Although this upset several customers, Zappos handled the pro¬ 
blems and reassured customers that it would get their merchandise as soon as possi¬ 
ble. The company also offered different perks, depending on the circumstances of 
each customer experience. 

Another problem Zappos encountered was that every item from 6pm.com, one of its 
websites, was priced at $49.95 for six hours in 2010. The company had to shut down the 
website for a few hours to solve the problem. Zappos honored all the orders from the 
pricing mistake, which resulted in a $1.6 million loss. 

In January 2012, hackers broke into Zappos’ computer system, and the company had 
to respond to the theft of 24 million customers’ critical personal information. The stolen 
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data included customers’ names, e-mail addresses, shipping and billing addresses, phone 
numbers, and the last four digits of their credit cards. Zappos immediately addressed the 
situation by sending an e-mail to customers notifying them of the security breach. Zap¬ 
pos assured customers the servers containing their full credit card information were not 
hacked. Zappos’ next move was to disconnect its call center, reasoning that the expected 
number of calls would overload its system. 

While Zappos has a reputation for delivering customer service that is unmatched by 
any competitor, some customers were unhappy with how Zappos handled the hacking. 
Many customers were upset by their information being hacked, but the situation was 
made worse by Zappos’ action of disconnecting its call center. Although this situation 
caused problems for Zappos and blemished its customer service record, the company 
believes that it can restore its reputation. 


The Future of Zappos 

Zappos remains committed to serving its customers and employees. So far, the com¬ 
pany has retained its unique culture and continues to expand into new product cate¬ 
gories. In a recent interview, Hsieh talked about the growth of Zappos and how he 
believes that expanding into the clothing and merchandise market will help the com¬ 
pany to grow. Hsieh says that “the sky is the limit” for Zappos, and that growing 
and expanding into many different types of businesses is Zappos’ future. During his 
interview, Hsieh states, “Although Zappos is a long way from becoming a company 
that is similar to Virgin, it does consider Virgin a role model in how Zappos wants 
to shape itself.” (Virgin Group Limited is a successful U.K. conglomerate.) As Zappos 
expands, it will have to work harder to hire the right people, avoid technical issues, 
and maintain its quirky culture. 

Leadership is a key factor in the success of any company, and for Zappos, having 
Tony Hsieh as a leader is a strong indicator for future success. Hsieh has expressed that 
he will do whatever it takes to make his employees, customers, and vendors happy. The 
future for any company looks bright when its leadership is committed to such strong 
values. However, Zappos needs to make sure that it continues to focus on its stake¬ 
holders and its long-term vision with or without Hsieh. 

Ultimately, Zappos intends to continue to deliver happiness to its stakeholders. 
Hsieh says, 

“At Zappos, our higher purpose is delivering happiness. Whether it’s the happiness our 
customers receive when they get a new pair of shoes or the perfect piece of clothing, or 
the happiness they get when dealing with a friendly customer rep over the phone, or the 
happiness our employees feel about being a part of a culture that celebrates their indi¬ 
viduality, these are all ways we bring happiness to people’s lives.” 

Zappos’ success and innovative business model have caught the attention of many 
other companies. The company has appeared on several prestigious lists including For¬ 
tune’s “Best Companies to Work For,” Fast Company’s “50 Most Innovative Companies,” 
BusinessWeek’s “Top 25 Customer Service Champs,” and Ethisphere’s “World’s Most 
Ethical Companies.” Zappos’ business model is so successful that the company offers 
tours and workshops, which cost $5,000 for two days at the company’s headquarters. 
The company also created Zappos Insights, an online service that allows subscribers to 
learn more about Zappos’ business practices through blogs and videos. These programs 
have high profit potential for the company because they are built on what Zappos 
already does best. As the company continues to gain recognition for its efforts in creating 
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a vibrant and transparent corporate culture and business model, Zappos’ success among 
its varied stakeholders looks promising. 

Questions for Discussion 

1. How would you define Zappos’ target market, and how would you describe its strat¬ 
egy to serve this market? 

2. Has Zappos’ emphasis on customer satisfaction contributed to its profitability? 
Explain. 

3. Has Zappos developed long-term customer relationships that provide a competitive 
advantage in the purchase of shoes and other products? 
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CASE 


14 

Sigma Marketing: 
Strategic Marketing 
Adaptation* 


This case reviews the growth of a small, family-owned business, from a regional 
provider of generic printing services to a global provider of specialty advertising 
products. Throughout its history, Sigma Marketing has exhibited the uncanny ability 
to understand market opportunities and to adapt its strategic focus accordingly. 

As its marketing environment changes, Sigma Marketing gathers information from 
existing and potential customers to develop the most effective marketing strategy 
possible. Even in the face of changing technology, communication, and advertising 
methods, Sigma Marketing has managed to reinvent its mindset and strategies in 
order to remain successful. 

Changing marketing environments, market opportunities, strategic focus, product 
strategy, direct marketing, promotion, personal selling, implementation, customer 
relationships, family-owned business 

I n 1967, Don Sapit purchased a small printing company in Streator, Illinois, as a 
hands-off personal investment that would later grow into what is today a successful 
specialty advertising business located in Orange Park (Jacksonville), Florida. Sigma 
Marketing has a unique identity that has evolved over the past 45 years from a small¬ 
town printing company to a marketing services company with a diverse, multinational 
clientele. Sigma’s marketing history is an excellent example of the strategic shift from a 
production orientation to a market orientation. 

Don Sapit was president of Weston Laboratories, a small research facility in Ottawa, 
80 miles southwest of Chicago, when he had an opportunity to acquire Dayne Printing 
Company. Sapit had been a Dayne client for several years. When Dayne was on the verge 
of bankruptcy, Don bought the company as an investment while still focusing most of his 
day-to-day efforts on Weston Labs. The managers of Dayne at the time were willing to 
stay on and handle the operations with little outside help. Don felt that with the increased 
volume that Weston would provide, the operation could become profitable within a 12- 
month period. To enhance the corporate image, the name was changed to Sigma Press, 
Inc. A new sales manager was hired to focus on the sales aspect of the business, while Sapit 
took the position of absentee owner. Over the next few years, their efforts provided only 
minimal increases in sales volume. The business survived, but made little progress—typical 


*Mike Sapit, President, Sigma Marketing ( http://www.sigmamktg.com ), with assistance from O.C. Ferrell and 
Jennifer Sawayda, University of New Mexico, prepared this case for classroom discussion rather than to illus¬ 
trate effective or ineffective handling of an administrative situation. 
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results for an absentee-owned business. In addition, Sigma mainly focused on the 
production process and selling generic printing services. 

In spite of the slow progress, Sapit saw the potential for turning Sigma into a quality- 
oriented printing business that could make substantial gains against its local competition. 
The area served by the shop covered a radius of approximately 30 miles around the 
city of Streator and had a number of major manufacturing plants that were potential 
users of substantial quantities of printing. Unfortunately, most of these plants were 
headquartered in other cities and did not have authority for local purchasing of 
anything beyond the basic necessities required for daily plant operations. Although 
Sigma could do custom printing, the small firm did not have a unique niche other than 
its quality and service. 

The Desk Calendar: A Strategic Opportunity 

In seeking alternatives to improve sales, Sapit and Sigma’s staff developed an advertising 
desk pad calendar for distribution as a customer gift. Its purpose was to keep the Sigma 
name, phone number, and list of services in front of the customer as a constant reminder 
of its existence. It was freely offered to any customer thought to have sufficient volume 
potential to justify the expense of the calendar and its distribution costs. At the time, 
Sigma thought of the calendar as a promotional tool for its own business and did not 
consider the calendar as a product that could potentially differentiate the company and 
give it a competitive edge. 

One of the customers that received the calendar, Oak State Products, an Archway 
Cookie Bakery, asked whether Sigma could produce similar calendars for them with 
the Archway advertisement printed at the top. Sigma filled this initial order, and it 
proved popular with Archway’s customers. The next year, Archway asked whether 
the calendars could be produced with a color photo of the plant in the ad space. This 
version was so well received that Oak State recommended the use of the calendar as a 
marketing tool to other Archway Bakeries around the country. Sigma recognized that 
the opportunity for a new marketing strategy was developing. The small printer with a 
generic product identified an opportunity to expand its market beyond its small 
geographic service area. 

The sales volume realized from the calendar was not substantial, but Sapit saw in it a 
good possibility for a totally new marketing strategy, removed from the limitations 
imposed by Sigma’s present sales territory. Furthermore, he conceived a direct marketing 
effort that would permit sales penetration into a much larger geographical area than was 
practical to serve with Sigma’s limited sales staff. 

At this time, Weston Laboratories was sold and Sapit was forced to make a decision to 
leave the company due to philosophical differences with the new owners. Although Sigma 
was starting to show potential for very modest profitability and good growth, it was still 
just barely able to support itself. After a family council meeting in 1971, the decision was 
made to “tough it out.” Sapit chose to enter the Sigma operation on a full-time basis and to 
prove that it really could become a first-class operation based on a new marketing strategy. 

After coming aboard full time, Sapit assumed all marketing and management respon¬ 
sibilities himself. Previously, sales representatives had been making calls on a hit-or-miss 
basis with no real continuity. Sapit developed a general marketing strategy, which 
included defining specific sales territories, and developing target markets and sales pros¬ 
pect databases. He also implemented a scheduled mailing program as part of the strategy. 
On the commercial printing side, a sample “job of the month” was sent to customers and 
prospects at regular intervals. On the calendar side, direct mail materials promoting 
the desk calendar to specific target markets were utilized. At that time, direct mail 
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promotion of printing services was relatively unheard of in the printing industry. Most of 
Sigma’s competitors performed custom printing based on the needs and projects that the 
customer desired, and did not promote specific products. 

The advertising desk calendar was marketed on the theme of “constant exposure 
advertising.” It was given the product name “Salesbuilder,” which moved Sigma into 
the specialty advertising business. Each customer was offered a standard calendar format 
with an individual ad imprint customized to fit the needs of the company’s business. The 
imprint could contain line drawings, photos, product lists, or any special information 
necessary to convey the company’s message to customers. Sigma’s willingness to encour¬ 
age attractive and creative designs received immediate attention and acceptance by cus¬ 
tomers. It set the company apart from the competition, which allowed only “four lines of 
block type, not to exceed 32 letters.” In effect, Sigma was at the forefront of a new 
specialty-advertising product. 

Within a year of Sapit’s entry into the business, total volume was up 50 percent; even 
more important, the response to the calendar marketing effort was starting to show real 
promise. As a result. Sigma was experiencing the need for additional capital to finance the 
growth. Capital was obtained through the private sale of one-third of the company to Sapit’s 
friend and colleague, who was a local attorney. The new investor was not involved in the 
daily operations of the business, but served as corporate secretary, legal counsel, board mem¬ 
ber, and advisor. The cash raised from the stock was used to help fund the day-to-day opera¬ 
tions and expand accounts receivable resulting from the increased volume. 

By late 1972, Sigma’s commercial printing sales were gaining at a modest rate of 
increase, but calendar sales were increasing at a rate of 40 percent per year. It was 
becoming apparent that larger manufacturing facilities would be required in the immedi¬ 
ate future or the sales efforts would have to be scaled back. The company purchased a 
more visible and accessible 5-acre site in Ottawa, Illinois, and constructed a new facility 
with a focus on improved production as well as image. Sapit decided to capitalize on the 
new visibility and image by changing the strategic emphasis of the business. 

Sigma Expands Its Strategy 

Over the next few years, Sigma’s strategy was oriented toward building a reputation for pro¬ 
ducing the most creative and highest quality printing in its service area, which had a 35- to 
40-mile radius around Ottawa. Sapit anticipated that this new direction would give his firm 
a solid reputation as a quality printer, one that fully justified the higher prices it charged. 
Several of the larger local companies obtained permission from their corporate offices to 
procure their printing locally. The downstate division of Carson Pirie Scott & Company, a 
large department store chain, chose Sigma for the production of its catalogs. The new mar¬ 
keting strategy paid off, and total sales volume had increased 220 percent by 1976. 

Calendar sales increased slowly but steadily. Management wanted growth, but in an 
orderly and controlled manner. Management also wanted its growth to be more profitable 
than the industry average of approximately 5 percent on sales. It was becoming obvious that 
to be successful in the printing business, Sigma needed to specialize. After long and deliber¬ 
ate discussion during 1976, company management wrote a three-year corporate plan. 

The corporate plan emphasized marketing, which at this time was considered unique for 
a small commercial printer. The marketing plan focused a major share of the sales and mar¬ 
keting effort on building a market for the “Salesbuilder” desk calendar. The target market 
consisted primarily of smaller corporate accounts; while the marketing program emphasized 
a quality product and advertising with an internal sales staff, direct marketing distribution, 
and a superior price point. Space advertising in sales and marketing-oriented publications 
created substantial numbers of inquiries, but sales levels did not follow. Direct mail, 
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primarily to manufacturers, produced a much higher response and return on investment. 
Sigma had created a unique product that was very flexible in terms of unique designs, adver¬ 
tising messages, photographic techniques, and other special requirements. In short, “Sales- 
builder” became a highly effective marketing tool. 

Within the next few calendar seasons, large accounts such as Serta Mattress, Domino 
Sugar, and Borden, Inc., were added to the list of satisfied customers. Reorder rates were 
very high, usually in the 88 to 90 percent range. Quantities ordered by individual companies 
tended to increase annually for three or four years and then level off. Total calendar sales had 
increased at a rate of approximately 40 percent per year during the 1976-1980 period, during 
which time commercial printing sales increased at a rate of about 15 percent annually. 


A Strategic Shift 

Because of the success of the new strategy, production capacity was being taxed. In 1979- 
1980, major capital commitments were made to add a new high-speed two-color press and 
to purchase, redesign, and rebuild a specialized collating machine to further automate calen¬ 
dar assembly, previously assembled by hand. This opened the way to mass marketing of the 
“Salesbuilder” calendar line. Direct mail techniques were improved to allow selection of pro¬ 
spects by SIC number and sales volume. A toll-free 1-800 number encouraged direct 
response by interested parties. Whenever possible, Sigma responded to inquiries by sending 
a sample calendar that contained advertising ideas related to the respondent’s line of busi¬ 
ness. The sample would be followed up with a personal phone call within two to three 
weeks. Calendar sales continued to improve until, by 1983, they represented 50 percent of 
total sales and approximately 75 percent of net profit. 

In spite of the success of the calendar marketing programs and attractive profit levels, 
Sapit was disturbed by trends in the printing industry that pointed toward a diminishing 
market and increased competition for the commercial segment, particularly in Sigma’s 
local Rust Belt area. Rapid development of new technology and high-speed equipment 
had caused industry-wide investments in new equipment well beyond immediate need, 
creating excess capacity. The result was cost cutting and reduced margins. 

Sigma’s management had for some time been considering selling the commercial por¬ 
tion of its business in favor of becoming an exclusive marketer of calendar products. 
Through its membership in the Printing Industry of Illinois, a buyer was found for the 
plant, equipment, and the goodwill of the commercial portion of the business. The buyer 
agreed to enter into a long-term contract to handle the majority of calendar production 
for Sigma, using the same plant and staff that had been handling the production for the 
previous 10 years. The sale was completed in June 1983. This signaled the strategic move 
from a company based on production to one based on marketing. 

Sigma’s management now found itself free of the daily problems of production and 
plant management and able to commit all its efforts to creating and marketing new cal¬ 
endar products. Sapit had a long-standing personal desire to move the business to the 
Sun Belt for the better weather and, more importantly, for the better business climate. 
In May 1985, Sigma’s corporate offices were moved to Orange Park, Florida. Concur¬ 
rently, Sapit’s son, Mike, a graduate of Illinois State University in graphic arts manage¬ 
ment, joined the business. 

Strategic Refinements 

To take advantage of Sigma’s marketing expertise, the company took actions to expand 
its product line to include several additional personalized calendar items. The new items 
included a year-at-a-glance wall planning calendar, desk diary, pocket diary, and a smal¬ 
ler version of the original desk calendar. 
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Sigma had built its calendar business on products that were basically “off-the-shelf’ 
formats that could be imprinted with the customer’s advertising message. In the late 
1980s and into the 1990s, Sigma began to see a growing demand for products that were 
totally customized not only in graphic design but in product specifications as well. Sig¬ 
ma’s management saw a market for a new line of “super customized” calendars targeted 
to medium-to-large corporations with a substantial customer base. These companies 
were service oriented with large advertising budgets, thus creating the potential for very 
large orders. The market was relatively small in terms of number of companies, but very 
large with respect to total sales potential. It would require a totally different marketing 
approach than previously utilized. 

Test advertisements for custom-designed calendars were run in Advertising Age and 
in several marketing trade journals. These advertisements appealed to larger corporate 
accounts. In addition, the Sigma sales staff became much more aggressive in searching 
out individual accounts that appeared to have high potential as customized calendar cus¬ 
tomers. Prospects were researched, and contacted by phone and mail, to determine the 
individual with the responsibility to specify and authorize this type of purchase. Unsolic¬ 
ited samples of several different customized products were sent via FedEx in order to 
attract attention. Each prospect was followed up by a phone call within a few days to 
confirm interest and provide additional information. 

The goal was to establish Sigma as a publisher of high quality, creatively designed cus¬ 
tom calendars. Initial response to the new marketing strategy was good, with indications 
that the blue chip companies could, in fact, be reached through this approach. To reach 
its growth goals, Sigma felt it had to be successful in this marketing strategy. This type of 
highly customized product design was very demanding on the creative staff. Because only 
10 to 15 new accounts of this type could be handled each year, it was important that 
creative time be spent on high-potential accounts. The new strategy was successful in 
landing substantial orders from Nabisco, Fidelity Investments, and FedEx. Realizing 
that these blue chip companies were consumers, Sigma focused the entire organization 
on meeting five customer needs: (1) flexibility, (2) production of a quality product con¬ 
sistent with the client’s image and marketing goals, (3) personal service and attention 
from beginning to end, (4) fair pricing, and (5) timely, efficient fulfillment. 

Sigma's Total Service Package 

With the blue chip accounts, Sigma realized that it had to be able to offer its products on 
a turnkey, or concept-through-fulfillment, basis. Many of these corporations wanted to 
use a calendar program, but were not able to devote staff, time, or expertise to such a 
project. Sigma offered the solution—handling the entire calendar promotion, including 
conception, design, production, and delivery—so that customers could devote their time 
to more productive efforts, confident that their calendar program was running smoothly 
and efficiently. They dubbed this the “Total Service Package.” 

In order to provide total service effectively, Sigma installed new computer equipment 
and programs to enable comprehensive order fulfillment for a variety of programs. Spe¬ 
cial shipping manifest programs were developed to simplify the handling of large quanti¬ 
ties of drop shipments. From established customer lists or those generated through 
Sigma’s direct order programs, calendars could be shipped to as many as 20,000 loca¬ 
tions for a single account. This was particularly helpful to accounts that had dealers or 
customers scattered across the country. 

The business grew rapidly from 1985 to 1990, and by 1991, Don and Mike Sapit saw a 
new opportunity to expand the business again. After carefully analyzing the characteris¬ 
tics of its buyers and their buying decisions, Sigma found new market opportunities. 
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During its first 15 years in the promotional calendar business, Sigma focused on large 
companies that usually distributed their promotional calendars through their sales forces 
to customers. These companies usually supplied Sigma with the basic idea for their cal¬ 
endar promotion, including an imprint or art design for the firm’s individualized 
calendar. 

With its own computer order tracking and manifest system in place, Sigma was 
able to offer its customers and prospects an efficient and cost-saving order and dis¬ 
tribution system. With a customer-supplied list, Sigma began marketing the calen¬ 
dars directly to the customer’s distributors. Flyers and samples were produced and 
mailed by Sigma. Orders were then returned directly to Sigma. This process allowed 
individual distributors or a single branch to include its own imprint on the calen¬ 
dar. A customer list may have over 10,000 names, and a single order may consist of 
over 1,000 different imprints. Because each customer has its own requirements, a 
staff member dedicated to personalized service is assigned to each customer. Sigma 
learned how its customers made decisions about specialty advertising purchases 
such as promotional calendars and then developed a program to satisfy the needs 
of purchasing agents and buyers in large organizations. The strategy was very suc¬ 
cessful, and during the 1990s, the company added prime accounts such as Milwau¬ 
kee Electric Tool Corporation, Hoffman LaRoche, Inc., International Paper 
Company, and Nabisco Brands, Inc. 


An Emphasis on Implementation 

After focusing on the “Total Service Package” approach as its primary marketing 
strategy, Sigma experienced a large increase in corporate clientele with very special¬ 
ized product and service requirements. The “Salesbuilder” orders that were the foun¬ 
dation of the business became secondary to “programs”—larger corporate accounts 
with networks of dealers, franchises, or sales representatives to place orders—as well 
as multiple products and services offered as part of their calendar promotion. Sigma’s 
reputation was bolstered by strong clientele references and testimonials. Companies 
were drawn to the custom calendar vendor known for high-quality products and a 
staff with tremendous flexibility and creativity. In an effort to distance itself from 
competitors, Sigma improved on the “Total Service Package,” which had become an 
important part of its marketing strategy. Customers were surveyed before and after 
they received the product, and large corporate account contacts received a visit 
from their account representative early in the year to review the previous year’s pro¬ 
gram and begin laying groundwork on the upcoming promotion. In addition, inter¬ 
national promotions and shipping became important aspects of several large 
accounts. Account representatives began developing large corporate accounts by pro¬ 
moting multiple products, while some promotional items beyond calendars were pro¬ 
duced in an effort to maintain exclusivity with a client. 

The company continued to add to its list of satisfied customers such prime accounts 
as Unisource, xpedx, Volvo Cars, Volvo Trucks, Ditch Witch, and Enterprise Leasing. 
Mega-accounts also came on board, such as Yellow Freight Systems (including all of its 
subsidiaries) and CNH, the parent company that brought along the business of its mul¬ 
tiple operating divisions including Case IH/Case Construction and New Holland Agri¬ 
cultural/New Holland Construction. 

After many instances of being asked by corporate clients to include additional adver¬ 
tising products as companion pieces to their calendar program, management began to 
consider the viability of becoming an ASI (Advertising Specialty Institute) dealer distrib¬ 
utor. The annual cost was acceptable, considering the cost savings to be realized in 
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purchasing specialty items and specialized printing products wholesale through ASI ven¬ 
dors. Sigma became an ASI distributor in March of 2000, providing new and useful 
resources to enhance the calendar programs and meet specific needs of established cus¬ 
tomers. The ASI resources opened up new markets for additional business from many of 
their existing customers, without the need to aggressively sell the specialty promotions 
segment of business and without diluting the focus on calendar programs. 

Customer demand led to changes and the expansion of the sales and administrative 
areas, as well as the graphics department. A stronger focus on the service aspect of the 
business was a strategic move for the sales and administrative areas, resulting in the cre¬ 
ation of a dedicated customer service department. Sigma also saw tremendous growth in 
its graphics capabilities—a response to the major technical changes in the printing indus¬ 
try itself, as well as the needs of its customers. 

Despite the additional staff and resources, the demand from program accounts was so 
great that the company was in danger of overselling its production capabilities. Recogniz¬ 
ing that possibility, Sigma became more selective in its marketing efforts for program 
accounts. The company also began to reevaluate the potential of smaller, easy- 
to-produce and profitable “Salesbuilder” calendar orders as a product to be marketed 
on their corporate e-commerce website, suitable for smaller companies that could not 
support a completely customized program. 

Linking Technology to the Marketing Program 

In the late 1980s and early 1990s, Sigma offered limited in-house design/layout services. 
Prior to desktop publishing, type was set, paste-ups were created, and film was shot 
manually on a camera. Graphic needs beyond the company’s capabilities were out¬ 
sourced to service bureaus. Even though Sigma’s capabilities were limited, very few of 
its customers had complex needs or technologically capable marketing departments. 

With the onset of the digital age, Sigma’s technology was forced to change. Sigma’s 
pre-press capabilities were transformed over a 10-year period. Graphics workstations 
became an integral part of the business, with increasing storage capacity and applications 
to handle larger and more complex files. In the mid 1990s, a digital image setter replaced 
the old camera and film technology. That evolved in less than 10 years to a direct- 
to-plate workflow with color management, digital color proofing, and multiplatform 
capability. Photos are now almost completely digital—scanning is becoming a thing of 
the past—and many customers have their own in-house design and graphics staff that 
work closely with Sigma’s graphics department. The sophisticated technology created 
the need for advanced training and continued education and upgrades. Sigma’s manage¬ 
ment has maintained a commitment to stay in the forefront of graphics technology 
through strong staffing and investment in equipment and software applications. 

The mid-1990s also ushered in the company’s Internet presence and online capabili¬ 
ties. A corporate identity on the Internet is absolutely essential in today’s marketplace, 
and Sigma has taken the additional steps to utilize the Internet for e-commerce, namely 
product promotion and ordering capabilities. Many of the company’s larger clients 
demand online ordering and communications with their networks in order to maintain 
their accounts. 

Upgrading technology on the administrative side has allowed the company to better 
serve its customers. A centralized file and information system has integrated many pre¬ 
viously separate functions and increased flexibility among the staff. Sigma is now online 
with several transportation companies, making package tracking an easy task. The com¬ 
pany has added many features with the improved technology, such as direct invoicing, 
credit card sales, digital faxing, and proofing online or via e-mail. 
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Sigma's Current and Future Marketing Strategy 

During Sigma’s expansion period, Don began to turn over the daily operations of the 
business to his son Mike. In early 1996, the transition was complete, with Mike in full 
charge of the business. Don has retired but remains chairman of the board, acting in 
an advisory capacity. Stock was purchased back from Don’s attorney/colleague who had 
invested in the company many years ago, and Sigma issued stock to key employees, cre¬ 
ating a greater sense of ownership and commitment to the business. A major concern 
was to develop personnel strategies and a succession plan in the event of Mike’s death 
or disability. Key employees with long tenure will soon be considering retirement, and 
the skills held by management and key employees would need to be taught and trans¬ 
ferred to newer employees. In 2007, a succession plan was developed for the company 
to ensure its continuation. 

In 2009, Jeff Sapit joined Sigma as marketing production manager, the third- 
generation of his family to become involved in the business. Jeff has a different educa¬ 
tional background focusing more on management and marketing. While his father Mike 
Sapit’s college education was in graphic arts—and initially he was much more concerned 
with operations and production—Jeff brings a perspective to the firm that differs from 
both his father and grandfather. Mike’s goal is to allow his son considerable freedom in 
contributing to the strategic plans on Sigma. Mike wants to allow Jeff to apply his edu¬ 
cation and experience in developing new products and expanding Sigma’s markets. 

Annual marketing meetings have been scheduled each year since 1991 for staff mem¬ 
bers to meet and review the past year, addressing and solving both internal and external 
problems. The meetings encourage teamwork, foster company loyalty, and increase 
employee’s knowledge about Sigma’s status in the marketplace. In addition to the busi¬ 
ness meetings, the company has also conducted a number of pleasure trips for employees 
(sometimes with their spouses and/or families) to promote stronger personal relation¬ 
ships and interaction. The employees have visited a number of resort complexes and 
major cities, and even sailed together on a cruise ship to the Caribbean. These events 
have contributed to a strong sense of community and teamwork among the employees. 
Sigma has constructed a diverse team of people with a wide range of skills, each playing 
a key role in the overall success of the company. Sapit believes that the knowledge and 
skills of his employees are an important part of what gives Sigma its edge. 

One of Sigma’s many strengths is the ability to understand market opportunities and 
to develop and continue to adapt its strategic focus. This ability has enabled the com¬ 
pany to maintain a 90 percent repeat customer rate. As the environment changes, 
Sigma gathers information from existing and potential customers to develop the most 
effective marketing strategy. For example, as more companies become concerned about 
sustainability issues, particularly renewable resources, Sigma has responded. In 2008, 
Sigma became a Chain-of-Custody (CoC) certified company with the Forest Stewardship 
Council (FSC)—a designation that ensures the integrity of the paper supply chain (forest 
to mill) by certifying that the paper used by Sigma comes from responsibly managed for¬ 
ests. The following year, the company became certified with the Sustainable Forestry Ini¬ 
tiative (SFI) and the Program for the Endorsement of Forest Certification (PEFC). 
Chain-of-Custody certification is a response to the demands of Sigma’s customers and 
the company’s own desires to reduce their environmental impact. 

In the future, there will be new challenges, including the changing environment 
related to technology, communication, and methods of advertising. So far, potential com¬ 
petitors like Google or other specialty advertising methods have not replaced the printed 
calendar. However, Sigma’s team is aware that the industry is constantly changing, and 
that to survive, the company must adapt. 
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The latest recession led to changes for both Sigma and its competitors. Sigma’s rivals 
consist mainly of other specialty advertising companies. Many of these companies began 
outsourcing certain functions during the recession, which has enabled them to expand 
into selling other customized products such as pens. Businesses also began to desire 
more economical customized products during the recession. All of these factors created 
a more competitive environment, leading Sigma to develop cost-effective products for 
their customers. This allowed the company to maintain existing customers and even 
bring back customers that had purchased from its new competitors. Sigma changed its 
sales focus from a custom calendar company to a customer calendar “solutions” com¬ 
pany. This change has allowed the firm to tap into an asset that does not equate to a 
price tag but that offers clients exceptional value. It also emphasizes Sigma’s ability to 
develop solutions to meet customers’ unique specialty advertising needs. 

Another adaptation has led to a new opportunity for maximizing resources and increas¬ 
ing revenue. While much of Sigma’s printing and bindery work is done at its partner pro¬ 
duction facilities in Ottawa, Illinois, Sigma has recently purchased and installed several 
pieces of equipment in its corporate office in Orange Park, Florida, to aid in the production 
of promotional materials and specific calendar projects with smaller quantities. This equip¬ 
ment consists of color digital laser production printers and small bindery equipment, such as 
a cutter, folder, punch, and other binding equipment. By producing most of its calendar pro¬ 
motional materials (such as brochures, flyers, order forms, and envelopes for direct mail) in 
its Orange Park office, as well as some of the actual calendar products or components them¬ 
selves, Sigma is able to realize substantial savings in production costs. Sigma is also able to 
better control the quality and timely distribution of materials produced in-house. 

With the expansion of its internal production capabilities has come the opportunity to 
more fully utilize this new equipment and to increase production. Plans are underway to 
sell other color digital printing and graphic design services to Sigma’s established calen¬ 
dar customers as well as the local business market. By targeting specific customers who 
have regular projects that are well suited for Sigma’s equipment (such as newsletters, 
brochures, flyers, reports, business cards, booklets, and postcards). Sigma hopes to maxi¬ 
mize the production value of the equipment and staff, particularly during the time of 
year when calendar production is paused. This is a swing back to Sigma’s commercial 
printing roots with a twist: using digital technology and targeting a specific market with 
compatible printing needs. 

Additionally, Sigma’s ASI sales have been expanded over the past couple of years to 
new markets as well as to select calendar customers. One of Sigma’s new sales reps 
brought specific expertise in the local school markets, and the company was able to 
dovetail on this expertise by focusing its ASI efforts to that client base. Those efforts 
brought Sigma increased experience and sales in the apparel market, which it was then 
able to use in expanding services offered to other corporate clients. In 2011, one of Sig¬ 
ma’s mid-sized calendar program clients, E-ONE, awarded Sigma an additional contract 
for managing its corporate web store and supplying promotional items and corporate 
apparel for its Welcome Center store, as well as for awards, dealer promotions, trade 
shows, and conference support. The expanded ASI-related sales, along with the digital 
printing services, should give Sigma the cushion it needs to continue its corporate calen¬ 
dar promotions as a more integrated product line. 

Conclusion 

Throughout its history, Sigma Marketing has exhibited the uncanny ability to understand 
market opportunities and to adapt its strategic focus accordingly. As its marketing envi¬ 
ronment changes, Sigma Marketing gathers information from existing and potential 
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customers to develop the most effective marketing strategy possible. Even in the face of 
changing technology, communication, and advertising methods, Sigma Marketing has 
managed to reinvent its mindset and strategies in order to remain successful. Sigma’s 
long-held philosophy is “always be prepared.” In the words of Mike Sapit, “The future is 
bright.” 

Questions for Discussion 

1. Discuss potential key changes in technology, communications, and competition that 
Sigma will face in the future. Which will have the most impact on Sigma’s future mar¬ 
keting strategies? 

2. Prepare a SWOT analysis for long-term strategic planning at Sigma Marketing. 

3. Suggest some possible strategic initiatives that Sigma could pursue to continue its 
growth. 

Sources 

The facts of this case are from the personal knowledge of the author; Sigma Marketing website (http:// 
sigmamktg.com ), accessed August 9, 2012; and “Up Close with Mike Sapit, President of Sigma Marketing,” 
HPxpressions , pp. 14-15. 
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CASE 



Netflix Fights to Stay 
Ahead of a Rapidly 
Changing Market* 


In the face of changing technology and shifting customer preferences with respect to 
movie distribution, video rental giant Blockbuster fell to its competition. Meanwhile, 
Netflix has grown to become the top rent-by-mail and video streaming company, while 
other strong competitors have emerged to dominate movie distribution via kiosks 
(Redbox) and online (Apple, Amazon, Hulu, and others). Looking to the future, Netflix’s 
survival depends on its ability to adapt to and adopt new technology and marketing 
practices—issues Blockbuster failed to navigate due to its reactive, rather than proactive, 
stance toward a rapidly changing market. Netflix faces an uncertain future as the DVD 
rental sector approaches the end of its life cycle. However, the company is poised to 
dominate the video streaming sector for the foreseeable future. The problem is, the 
future changes rapidly in this industry. 

Theme: Changing technology, changing consumer preferences, competition, competitive 

advantage, product strategy, product life cycle, services marketing, pricing strategy, 
distribution strategy, non-store retailing, customer relationships, value, implementation 

T echnology has played a leading role in the evolution of the movie and rental 
industry. Several of the major movie production companies have now opted to 
bypass the theatre experience and instead promote a selection of their movies 
directly to the home viewing audience via on-demand services, broadband downloads, 
or online streaming. Through increasing disintermediation (bypassing theaters and 
rental chains), movie studios stand to increase profit margins dramatically. Today there 
are at least 20 major competitors in the sales and rental industry that compete with 
Netflix. These include major retail firms such as Walmart, Target, Best Buy, Amazon, 
and Time Warner. In the rental sector, Netflix faces intense competition from Redbox, 
and a variety of online-only services such as Apple, Amazon, Google, and Hulu. 

Netflix's History 

CEO Reed Hastings told Fortune he got the idea for the DVD-by-mail service after pay¬ 
ing a $40 late fee for Apollo 13 in 1997. Although VHS was the popular format at the 
time, Hastings heard that DVDs were on the way, and he knew there was a big market 
waiting to be tapped. At first he and fellow software executive Marc Randolph attempted 


*Kelsey Reddick, Florida State University, Jacqueline Trent, University of New Mexico, and Jennifer Sawayda, 
University of New Mexico, prepared this case under the direction of Michael Hartline and O.C. Ferrell. This 
case is for classroom discussion, rather than to illustrate either effective or ineffective handling of an adminis¬ 
trative situation. 
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a rent-by-mail service that didn’t require a subscription, but it was very unpopular. The 
company launched the subscription service on September 23, 1999 with a free trial for 
the first month and found that 80 percent of customers renewed after the trial ended. 
Netflix turned its first profit in 2003 in the same quarter that it reached one million sub¬ 
scribers. Hastings said the company was named Netflix because they saw the industry’s 
future moving from the DVD format to Internet streaming in the long run. Netflix intro¬ 
duced streaming services in 2007 after reaching more than 6.3 million members. 

Intense competition from Netflix was a main reason that Blockbuster dropped its 
late-fee program in 2005 (a shift that led to a $400 million loss in revenue for Block¬ 
buster). In 2006, Hastings set a goal of reaching 20 million subscribers by 2012—a goal 
they would exceed. Their launch in Canada in September 2010 helped them reach the 
20 million subscriber goal sooner than expected. Quarterly sales topped $320 million 
in late 2008, followed by $394 million during the first quarter of 2009. Even more 
impressive, Netflix managed to increase sales at a time when the entire movie rental 
industry experienced an 8 percent sales decline. Today, with more than 23 million 
members, Netflix touts itself as the world’s largest online entertainment subscription 
service, with operations in the United States, Canada, Ireland, the United Kingdom, 
and the Caribbean. 

Early Strategy 

Netflix built its success around online movie rentals with expedited delivery of DVDs. 
DVDs were first introduced to the United States in March of 1996. In August of 1997, 
few American households owned DVD players as they cost more than $1,000 at the 
time. In addition, few movie titles were available on DVD. However, Hastings and Ran¬ 
dolph successfully predicted that the format would quickly replace the comparatively low 
quality, bulky, and cumbersome VHS format among American consumers. A key factor 
in Netflix’s strategy was that the DVD’s compact size made the U.S. Postal Service a via¬ 
ble delivery method. It experimented with 200 different mailing packages in order to per¬ 
fect the packages for disc safety, shipping cost, and reliability. On April 14, 1998, Netflix 
officially opened for business with 30 employees and 925 titles—the majority of DVDs in 
print at the time. Initially, Netflix offered a seven-day rental for $4 plus $2 in 
shipping, with per item prices decreasing with each additional title. They offered no- 
hassle “time-extensions” rather than punitive and costly “late-fees,” which had been the 
industry standard and a big revenue generator. 

During the initial period, when demand was low, Netflix formed strategic relation¬ 
ships that were important in expanding the DVD market and ensuring its early success. 
The company forged cross-promotional agreements with DVD hardware manufacturers 
and studios, offering free Netflix rentals with purchases of DVD players from manufac¬ 
turers such as Toshiba, Hewlett-Packard, Pioneer, Sony, and Apple to help get DVD 
players in American homes. It also teamed with studios to promote high profile films 
and with online movie information/review providers to funnel movie-interested Internet 
traffic directly to Netflix. The company also enjoyed significant positive publicity in 1998 
when it offered videos of President Bill Clinton’s grand jury testimony for 2 cents, plus 
$2 shipping and handling. 

In September of 1999, Hastings announced that Netflix had achieved economies of 
scale and could now offer subscription services. A few months later in early 2000, it 
dropped the pay-per-title model entirely and began to market itself as an unlimited sub¬ 
scription service, completely free of due dates, late fees, shipping charges, and per-title 
fees. At that time, Netflix charged $19.99 per month for 3 DVDs at a time and added 
its less expensive one- and two-DVD options a short time later. 
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Bob Pisano, a former MGM executive and sitting president of the Screen Actors 
Guild, joined the Board of Directors of Netflix in April 2000. Pisano cultivated relation¬ 
ships with the studios, and in December, Netflix signed revenue sharing agreements with 
Warner Home Video and Columbia Tri-Star. This enabled Netflix to consistently and 
more profitably fill the short-lived new release demand peak. Agreements with other stu¬ 
dios would soon follow. 

Optimizing Distribution 

In February 2002, Netflix reached the milestone of 500,000 subscribers. It made its initial 
public offering in March, raising $82.5 million on 5.5 million shares. On June 20, 2002, 
Netflix announced the opening of ten additional warehouses throughout the country. 
The company situated its warehouses to supply as many customers as possible with over¬ 
night first-class DVD delivery because its per-capita subscription rates were much higher 
in markets with overnight delivery. As competitors entered the market over the next 
couple of years, Netflix was already refining its processes and opening more distribution 
centers to better serve its expanding subscriber base more profitably and quickly. 

The location of these distribution centers has always remained a mystery. Netflix employ¬ 
ees sign confidentiality agreements when hired, and the exterior of the warehouses them¬ 
selves are non-descript and are designed expressly to camouflage the building’s function. 
Although Netflix was concerned with trade secrets early on, former Vice President of Com¬ 
munications Steve Swasey explained in 2009 that Netflix was already so ahead of the compe¬ 
tition that it was not worried about industrial espionage. Rather, it is more worried about the 
possible disruption of processes when customers show up and expect to be able to drop off 
the DVDs direcdy at the warehouse, rather than through the U.S. Postal Service. 

In February 2003, Netflix hit one million subscribers. Customers appreciated the low- 
cost subscription fees, the ease of returning DVDs, and the elimination of late fees. In 
June 2003, Netflix was awarded a patent for its preference tracking software and by 
mid-summer possessed a library of 15,000 titles. 

Taking Down a Giant 

Entrepreneur David Cook opened Blockbuster, formerly the dominant movie-rental 
company, in 1985. Noting the opportunities in the rental market, investor Warne Hui- 
zenga invested $18 million in the startup and helped the company expand from 130 
stores to more than 1,500 in about three years. When former Walmart CEO Bill Fields 
took over in March of 1996, Blockbuster was repositioned as a retail establishment. This 
vision, as well as Fields’ tenure, was short-lived. John Antioco, Fields’ successor who took 
over in mid-1997, refocused the company on video and game rentals; this strengthened 
and solidified the firm’s strategy and allowed Blockbuster to successfully navigate the 
transition from VHS to DVDs in the late 1990s through the early 2000s. 

The home entertainment business continued to evolve, and Blockbuster’s revised mission 
was to be “the complete resource for movies and games.” Recognizing the growing threat 
posed by Netflix, Blockbuster began to experiment with a non-subscription online rental ser¬ 
vice with a postal delivery component in the United Kingdom. Most of Blockbuster’s success 
during this period was attributed to its successful positioning as the market leader, combined 
with strong growth trends in the gaming industry. In 2004, Blockbuster finally entered the 
online movie rental business in a bid to compete more directly with increasingly competitive 
Netflix. However, Blockbuster continued its focus on its bricks-and-mortar stores by offer¬ 
ing online renters the option of two free in-store rentals each month, designed to cater to 
impulse home entertainment demand. The mix of in-store rentals and Blockbuster’s new 
online offering was considered a competitive advantage over Netflix. 
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Antioco unexpectedly left Blockbuster in 2007, and was replaced by James Keys, pre¬ 
viously the “turnaround artist” for 7-Eleven. When Keyes began as CEO, Blockbuster 
was facing serious difficulties: its stock price had fallen more than 83 percent in the 
years between 2002 and 2007, and it had made the strategic decision to close nearly 
300 stores in both 2007 and 2008. Netflix had quickly become one of Blockbuster’s 
most serious competitors. Due to competition from Netflix, Blockbuster chose to drop 
its late fees; this resulted in an astounding $400 million loss for Blockbuster, as well as 
legal problems. Even as the movie rental industry began to lose its growth trajectory and 
move into the decline phase, Netflix enjoyed strong growth. Netflix’s advantages over 
Blockbuster’s offerings included renters’ access to an unlimited number of movies upon 
subscribing; convenient, automatic, and free shipping once a movie is returned via the 
postal service; extremely fast turnaround; and a broad distribution network. 

In the end, Blockbuster failed to adapt to the changing market and declared bank¬ 
ruptcy in September 2010 after facing $1 billion in debt. That same year, Netflix reached 
20 million members, up 63 percent from 2009, and launched services in Canada. 

Netflix Changes Its Business Model 

Netflix CEO Reed Hastings correctly anticipated the new technology entering the home 
entertainment industry. A study from IHS Screen Digest suggested that by 2012, online 
movie streaming in the U.S. would exceed both DVD and Blu-ray use. Hastings expected 
that Netflix’s DVD subscriptions would decline steadily over each quarter as new tech¬ 
nology diffused into consumers’ homes. At that point, Hastings made a strategic decision 
that he would later regret. 

In the third quarter of 2011, Netflix attempted to move its DVD-by-mail business 
into a new subsidiary called Qwikster that would focus solely on DVD-by-mail services. 
This move would free Netflix to focus on the streaming side of the operation. While this 
supported Hastings’ vision of an all-streaming future, it led to a price increase of 60 per¬ 
cent and took away the convenient and valued one-stop shopping experience for subscri¬ 
bers that used both DVD-by-mail and streaming. 

Netflix suddenly announced the decision to split the services in July 2011. Ironically, 
in the past, Netflix had used focus groups to research how the market might respond to 
a particular decision. This time, however, Netflix relied on data showing that 75 percent 
of consumers preferred streaming. While this data is likely true, it failed to account for 
how consumers would react to the change. In addition to splitting into two companies, 
Netflix announced a price increase for one of its most popular subscription packages. 
Instead of paying $9.99 per month to receive movies either via streaming or DVD- 
by-mail service, interchangeably, customers would now pay $7.99 per month for each 
service. Netflix implemented the price adjustment and started the process of spinning 
off Qwikster in August 2011. 

The customer backlash was swift and dramatic. Customers were angry at what they 
perceived to be a drastic price increase. The outrage worsened after e-mails were sent 
to Netflix subscribers containing an apology from Hastings for not explaining the rea¬ 
soning behind raising prices. The e-mail also announced the splitting of the two compa¬ 
nies. Rather than placating customers, many became angrier. They did not like the idea 
of moving between two websites—Qwikster for DVDs and Netflix for streaming. The 
company lost 405,000 paid subscribers in a matter of weeks. Investors doubted 
the move, and Netflix’s stock price plummeted by 26 percent in a single day following 
the release of the third quarter financial report. 

Qwikster was given the boot after only three weeks as Netflix finally acknowledged 
that the change would be inconvenient for customers. Yet, the blunder cost Netflix its 
status as a Wall Street darling. The company traded at almost $300 per share before 
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the Qwikster announcement. By the third quarter of 2012, it traded in the $50 to $60 
range. Although Netflix chose to stay as one company, it maintained the price increase 
for its subscription package, forcing customers who only want to pay $7.99 per month to 
choose either DVDs or streaming. Despite the Qwikster failure, the price increase has led 
to modest success for the company. In the third quarter of 2012, Netflix reported a 1.7 
percent decrease in paid subscriptions and an 11.9 percent increase in revenue per cus¬ 
tomer. This resulted in a net increase in revenue of 10 percent and a 15.4 percent 
increase in profit margin. 

Netflix seems to be recovering somewhat from this debacle, finishing 2011 with earn¬ 
ings above expectations. Yet the company received another blow when it settled a class 
action lawsuit over consumer privacy issues. The lawsuit claimed that Netflix was retain¬ 
ing records of subscribers DVD and streaming videos two years after subscribers can¬ 
celled. According to the lawsuit, this violated a provision of the Video Protection 
Privacy Act stating that personally identifiable information must be deleted after one 
year of cancellation. Netflix reached a $9 million settlement without admitting guilt. 


Intense Competition in the Movie Rental Industry 

In the movie rental industry, many companies have come and gone since the 1980s. Net¬ 
flix has always been the number one DVD-by-mail rental company, but as the market 
continues to evolve and streaming becomes the preferred format, the company finds itself 
in an ever-changing market. The onset of competitors in both the DVD rental industry 
and the online streaming industry has created new challenges for Netflix to address. 

Redbox 

Whether you are getting gas at 7-Eleven, buying groceries at Walmart, or picking up a pre¬ 
scription from Walgreens, your favorite movie or video game may be available for a few dol¬ 
lars at a Redbox kiosk. Each kiosk holds 630 discs, with about 200 different movie titles. 
Customers pay around $1.00 per day (now $1.20)—$2.00 for video games—and can return 
movies to any Redbox kiosk anywhere in the country. Customers can even reserve movies 
online before visiting a kiosk. Since its initial launch with just 12 kiosks, Redbox has grown 
to roughly 36,000 kiosks nationwide. That level of penetration maximizes convenience for 
customers, who now rent movies while they are out doing other things. The company claims 
that 68 percent of the U.S. population lives within a 5-minute drive of a Redbox kiosk. 

Surprisingly, the idea for Redbox began as a new business venture for McDonald’s in 
2002. At that time, McDonald’s was experimenting with vending machines to sell a vari¬ 
ety of different items. After the concept proved to be a success, Redbox was sold to Coin¬ 
star—a Bellevue, Washington, company that also operates coin-counting machines and 
gift card dispensers. Soon after, Coinstar developed deals with Walmart, Kroger, Winn- 
Dixie, Walgreens, Kangaroo (gas stations), and other national outlets to place Redbox 
kiosks in high-traffic locations. As it turned out, the timing couldn’t have been better. 
As a consequence of the most recent economic recession, customers who began to recon¬ 
sider their $15 per month Netflix plans or $5 DVD rentals from Blockbuster suddenly 
saw the $1 Redbox rentals as a bargain. 

Redbox has achieved phenomenal sales growth in a very short time: from 200 million 
cumulative rentals in 2008, to 500 million in 2009, to 1.5 billion total rentals in 2012. 
These numbers are startling when compared to the 43.9 percent decline in DVD sales 
from 2009 to 2012. Further evidence of success can be found in the penetration of Red¬ 
box into mainstream America. The Redbox mobile apps have been downloaded 4.7 mil¬ 
lion times on Android and 6.5 million times on iPhone. 
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After Blockbuster declared bankruptcy in 2010, NCR acquired the company’s Block¬ 
buster Express kiosks. NCR then sold Blockbuster Express to Redbox for $100 million in 
2012. Meanwhile, to remain competitive with streaming, Redbox announced a partner¬ 
ship with Verizon in February 2012 to create on-demand video streaming. While the 
two companies have offered limited details on their partnership, the new subscription 
service will surely leverage Verizon’s relationships with various content providers. 

Interestingly, when Redbox announced a 20 percent price increase from $1.00 to 
$1.20, the company experienced a far different outcome than Netflix experienced. Red¬ 
box handled the announcement more smoothly than Netflix, stating that the change was 
necessary due to new regulations on debit card fees passed in the Dodd-Frank Wall 
Street Reform and Consumer Protection Act (consumers pay using their credit or debit 
cards). The regulations increased the cost of using a debit card for small purchases. 
However, Redbox actually raised its prices higher than what was needed to offset the 
debit card cost increase. Yet, by positioning it as a necessary move, Redbox avoided con¬ 
sumer backlash. Indeed, whereas Redbox’s stock increased 36 percent in a one-year 
period, Netflix’s decreased by 43 percent during the same time. 

Fully Digital Competitors 

If trends in the movie rental industry continue, digital downloads will replace DVDs as 
the de facto standard for movie rentals. While Netflix clearly recognizes this trend and is 
making changes to establish a competitive advantage, so are many of its competitors. 
Recently, the market has become crowded with offerings from Apple, Amazon, Hulu, 
YouTube, and Google Play. 

A number of well-known firms offer downloadable movie rentals. Apple, for example, 
offers thousands of titles in both standard and high-definition formats via its iTunes 
store. Apple’s key advantage is that iTunes works seamlessly with the millions of iPods, 
iPhones, iPads, and Apple TV’s that have sold in recent years. What Apple is missing, 
however, is an easy way to connect its handheld devices to older televisions—many of 
which do not have wireless connectivity or even HDMI ports. 

Amazon offers more than 13,000 titles for rent via its Instant Video service. Amazon’s 
original advantage was its partnership with Roku’s Digital Video player that allows consu¬ 
mers to wirelessly stream Amazon movies to their televisions. The Roku, starting at $49, 
now supports Hulu Plus, Netflix, Amazon Instant Video, HBO GO, and more. Amazon 
Prime Instant Video can now be streamed via Internet, Kindle Fire, Roku, PlayStation 3, 
and on connected TVs and Blu-ray players. With the addition of their subscription service 
Amazon Prime, which provides members with free two-day shipping for $79 annually, cus¬ 
tomers can also enjoy a portion of the Amazon Instant Video catalog. In February 2012, 
Amazon signed a deal with Viacom to add 2,000 new titles to Amazon Prime Instant 
Video, including programs from Nickelodeon, Comedy Central, and MTV. 

In 2007, NBCUniversal, Fox Entertainment Group, and Disney-ABC Television 
Group joined forces on a new venture called Hulu ( ), which has experi¬ 

enced a steady growth since its inception. Hulu is an ad-supported, web-based service 
that provides access to movies and traditional broadcast shows such as Grey’s Anatomy, 
The Office, Glee, and 30 Rock free of charge. Hulu also offers a video menu exceeding 
350 content companies, including such names as ABC, NBC, FOX, MGM, and Sony. 
The company launched Hulu Plus, an ad-supported subscription service, in November 
2010 for $7.99 a month. Unlike its free online service, Hulu Plus allows users to watch 
programs on connected TVs and Blu-ray players, gaming consoles, set-top boxes like 
Roku, mobile phones, and computers with limited advertising. While Hulu.com typically 
offers the five most recent episodes of a series in standard definition, Hulu Plus generally 
offers all episodes in the current season, in high definition when available. 
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In April 2012, Paramount Films added 500 films to the YouTube and Google Play 
rental service, which now sits at 9,000 titles. Paramount joined Disney, Sony, Warner 
Brothers, and NBCUniversal in partnerships with the YouTube, with 20th Century Fox 
as the only major studio that hasn’t signed on. All six major film studios currently sell 
films though Apple’s iTunes. Google has started talks with film studios to begin selling 
movies through Google Play, a new one-stop entertainment shop. With Google Play, 
users can rent high definition movies, accessible via any Android device or through the 
Web. Users can also purchase music, download Android apps, and purchase e-books to 
read on a tablet, phone, e-reader, or the Web. Google Play stores all music purchases and 
up to 20,000 songs from the purchaser’s iTunes, Windows Media Player, or folders with 
the help of the Google Play Music Manager. 

While Netflix might have had first-mover advantages, other companies seem to be 
catching up in terms of their digital product offerings. Netflix will need to constantly 
innovate in order to remain one step ahead of the competition. 

Analyzing Netflix's Marketing Strategy 

Netflix’s target market includes consumers with Internet access and a penchant for 
movies. Netflix has been moving away from its DVD-by-mail service—although it is 
still an important part of its strategy—and emphasizing its streaming services. Its website 
promotes its streaming services for $7.99 per month, while its DVD services seem more 
secondary. Netflix currently has 26 million subscribers for streaming in the United 
States, Canada, the United Kingdom, Ireland, and Latin America. 

Many analysts now consider Netflix’s multi-platform streaming capability to be one of 
its major competitive advantages. Netflix streaming can take place on televisions, 
iPhones, iPads, Xboxes, or online. The process is seamless, meaning that a consumer 
can easily move from one platform to another. None of Netflix’s competitors yet have 
this capability. A 2011 study jointly conducted by CBS, The Nielsen Company, and The 
Cambridge Group found that two segments, amounting to 40 million U.S. households, 
have high demand for multi-platform streaming content. The demand for multiple- 
platform streaming continues to grow, making this a high potential growth segment for 
Netflix. 

Netflix continues to expand the content it offers to subscribers. While Netflix must 
wait a certain period for new DVD releases, it has developed lucrative partnerships 
with movie studios and content providers. In 2011, Starz announced that it would no 
longer license its programming to Netflix starting in 2012. However, the news was offset 
somewhat with the announcement that DreamWorks would begin licensing its films and 
shows to Netflix in 2013, replacing DreamWorks’ current deal with HBO. According to 
financial reports, the cost of the licenses to acquire and deliver its content totaled $1.8 
billion in 2011. Considering the rising cost of content licensing and the ability of original 
cable television programming to attract subscribers, Netflix is now adding original pro¬ 
gramming to its streaming offerings. Unlike with Qwikster, however, Netflix has 
returned to its policy of performing market research. Netflix conducted an experiment 
adding an original program to its streaming service. The program received enough 
views for Netflix to declare the experiment a success and commit to more programs. In 
2012, Netflix plans to spend $75 to $100 million on original programming to attract new 
subscribers. 

While competition for Netflix has been increasing, Netflix is showing that it will not 
give up market share without a fight. According to a recent consumer satisfaction survey, 
Netflix rates higher than video-on-demand and premium broadcast channels because of 
its comparatively low cost and viewing flexibility. Although the company only has about 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


478 Part 5: Cases 


30 percent market share in physical rentals, it has 61 percent of the online streaming 
market share. In 2012, Netflix overcame Apple in the online video market and now 
earns 44 percent of online video revenue in the United States. The cost and multi¬ 
platform flexibility benefit that Netflix offers is significant enough to affect consumer 
decisions. 

Netflix's Future 

As Netflix looks toward the future, the decline of the DVD will continue to present a 
challenge. Although Qwikster was an instant flop, the company will eventually have to 
phase out its DVD-by-mail business when it is no longer profitable. The continued 
growth of streaming options, from Amazon Instant Video to Google Play, and rental 
kiosk giant Redbox offer increases in movie-renting convenience for consumers. How¬ 
ever, Netflix continues to maintain its competitive edge with significant market share in 
online videos, streaming, and video rentals. Its decision to develop its own original con¬ 
tent demonstrates its willingness to embrace market opportunities. 

The backlash that Netflix experienced after its price increase and failed plan to split 
the company shows that the company must carefully evaluate its marketing strategy. 
Failing to accurately predict consumer reaction could lead to future debacles. Netflix 
will also have to foster various content provider relationships and proactively search for 
newer, better opportunities. The heart of this challenge is simple in concept but difficult 
to execute in practice: Will Netflix remain innovative enough to compete in such a 
highly saturated market? 

Questions for Discussion 

1. What role will Redbox play in the development of Netflix’s strategic plans? How 
threatening is Redbox to Netflix’s future? 

2. How will new competition from digital content providers force Netflix to alter its 
strategy? 

3. What new opportunities do you see in the movie streaming business, or the enter¬ 
tainment industry as a whole? 

4. Do you think Netflix will remain the dominant force in both streaming and movie 
rentals? Why or why not? 

5. What could Netflix have done differently to ensure Qwikster’s success? 
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Gillette: Why Innovation 
May Not Be Enough* 


Synopsi Gillette has long been known for innovation in both product development and 

marketing strategy. In the highly competitive, but mature, razor and blade market, 
Gillette holds a commanding worldwide market share. The peak of its innovation 
occurred in 2006 with the introduction of the Fusion 5-bladed razor. Today, innovation 
in razors and blades is thwarted by a lack of new technology and increasing consumer 
reluctance to pay for the “latest and greatest” in shaving technology. Gillette must decide 
how to put the razor wars behind them and maintain or increase its share of the global 
razor market. 

Themes: Product leadership, product innovation, pricing strategy, integrated marketing 

communication, segmentation, competition, sports marketing, global marketing, 
strategic focus 

S ince its inception in 1901, Gillette has always prided itself on providing the best 
shaving care products for men and women. In fact, the company was so visionary 
that it didn’t have any serious competition until 1962, when Wilkinson Sword 
introduced its stainless steel blade. Since that time, the Wilkinson Sword-Schick 
Company has evolved into Gillette’s primary competitor. Through the years, Gillette 
has strived to stay on the cutting edge of shaving technology in a market that 
thrives on innovation. This focus led to a game of one-upsmanship with Schick as 
each company introduced 3-bladed (Gillette’s Mach3), 4-bladed (Schick’s Quattro), and 
5-bladed (Gillette’s Fusion) razors in rapid succession. Now, under the ownership and 
guidance of Procter & Gamble, Gillette faces a saturated U.S. market that fluctuates 
only when newer, more innovative products are introduced. However, many analysts 
believe that Gillette and Schick have reached the end of truly meaningful product 
innovation. Given this, Gillette faces the challenge of further expanding its already 
dominant 66 percent share of the $12.8 billion global market. And in a market that 
thrives on innovation, Gillette must determine how to balance the continued 
investment of resources in research and development, searching for “the next big 
thing” in the global shaving market, and capturing more consumers who have 
become increasingly sensitive to the high prices associated with innovative shaving 
technology. 


*Michael D. Hartline, Florida State University, prepared this case for classroom discussion rather than to illus¬ 
trate effective or ineffective handling of an administrative situation. Editorial assistance was provided by MBA 
students Leanne Davis, Brent Scherz, Matthew Cagiolosi, Daniel Breiding, Nicole Dyche, Colin Roddy, and 
Ryan Wach. 
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The History of Innovation at Gillette 

Born in Fond du Lac, Wisconsin in 1855, King Camp Gillette learned from an early age 
the importance of self-sufficiency, innovation, and invention. After his family’s home was 
destroyed in the Chicago Fire of 1871, Gillette left home at 16 years of age to become a 
traveling salesman. His experiences in his position led him to William Painter, the inven¬ 
tor of the disposable Crown Cork bottle cap, who assured him that a successful invention 
was one that was purchased over and over again by a satisfied customer. In 1895, after 
several years of considering and rejecting possible inventions, Gillette suddenly had a bril¬ 
liant idea while shaving one morning. It was an entirely new razor and blade that flashed 
in his mind—a razor with a safe, inexpensive, and disposable blade. According to reports, 
Gillette’s idea wasn’t immediately successful, as technical experts said it would be impos¬ 
sible to produce steel that was hard, thin, and inexpensive enough for commercial devel¬ 
opment of the disposable razor blade. However, in 1901, with the technical partnership of 
MIT graduate William Nickerson, Gillette produced the original Gillette safety razor and 
blade, establishing the foundation for the Gillette Safety Razor Company. 

Since 1901, the Gillette Company has led the personal care and grooming industry 
through manufacturing efficiency and exceptional marketing. By offering “consumers 
high-quality shaving products that would satisfy basic grooming needs at a fair price,” 
Gillette effectively captured more than half of the entire razor and blades market across 
the globe. In fact, in the 1920s Gillette said the following of his razor product: “There is 
no other article for individual use so universally known or widely distributed. In my tra¬ 
vels, I have found it in the most northern town in Norway and in the heart of the Sahara 
Desert.” 

Gillette’s success in this market carried the company through economic droughts in the 
1920s and 1930s, as well as allowed it to weather the storm brought on by World War II. 
Encouraged by the successful development of his razor products, Gillette felt inclined to 
challenge his entrepreneurial spirit with the acquisition of two unrelated ventures: the 
Toni Company, maker of do-it-yourself home permanent-wave kits, and the Paper Mate 
Pen company, producer of retractable, refillable ballpoint pens. Although seemingly profit¬ 
able at first, both acquisitions proved to be unsuccessful as sales and revenue waned due to 
declining demand and innovative competitors, such as Bic’s low-priced disposable (nonre- 
fillable) pens from France. As a result, Gillette’s unblemished track record for success 
became tarnished as net profits slumped to $1.33 per share in 1964. 

Despite this fact, Gillette reigned as a visionary monopoly in the personal shaving 
market until 1962, when English firm Wilkinson Sword introduced its stainless-steel 
blade. Distracted by its experimental ventures with the Toni Company and Paper Mate, 
Gillette neglected to foresee the impact this small company could have on its core busi¬ 
ness of razors and blades and began to lose a substantial portion of market share. 
Although Gillette retained 70 percent of the market at the time, the arrival of Wilkinson 
Sword’s stainless-steel blade initiated a transition in niche markets. For the first time, 
Gillette executives were unsure how to respond. Should they introduce their own 
stainless-steel blade or ignore the rival and hope that its market niche would remain 
small? Fortunately for Gillette, Wilkinson Sword lacked the resources necessary to 
exploit the niche markets it had penetrated and where it competed with Gillette. Eventu¬ 
ally, Wilkinson Sword sold much of its blade business to Gillette. Unfortunately, by this 
time Gillette had already begun to feel the impact of competition as its market share had 
dipped to an all-time low of 49 percent. 

To revive Gillette’s market share and bounce back from unsuccessful product ventures 
into do-it-yourself permanent-wave kits and refillable ballpoint pens, Gillette’s new CEO 
Vincent Ziegler spearheaded an acquisition and product development campaign. Ziegler 
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was often described as aggressive, marketing oriented, and ambitious for the company, 
believing in diversification through the acquisition of companies in other business seg¬ 
ments. Under Ziegler’s leadership, Gillette purchased the following companies: Braun 
AG (German manufacturer of small appliances), S.T. Dupont (French maker of luxury 
lighters), Eve of Roma (high-fashion perfume), Buxton Leather goods, Welcome Wagon, 
Inc., Sterilon hospital razors, and Jafra Cosmetics (home sales). Unfortunately, four of 
these acquisitions proved to be unprofitable or unsuitable and were divested, and the 
other three yielded low profits by Gillette’s standards. These ill ventures exposed the 
company to competitive pressures, especially in the form of Bic’s disposable razors and 
lighters. In addition, Bic’s 19-cent disposable stick pens particularly affected the Paper 
Mate line of refillable pens and drove Paper Mate’s share of the retail ballpoint pen mar¬ 
ket from more than 50 percent down to 13 percent. In 1975, Gillette retaliated with the 
introduction of its new Write Brothers line of disposable pens and salvaged a good por¬ 
tion of the lost market share with heavy price promotions. 

Despite these pressures, Gillette experienced moderate successes under the leadership of 
Ziegler with the introduction of Cricket disposable lighters and Soft & Dri antiperspirant 
(until the industry experienced a sharp decline in sales of the spray product due to the belief 
that aerosols destroy the ozone layer.) Furthermore, the introduction of the Trac II razor 
was deemed a “great success” and thus continued Gillette’s dominance in this market. 
Other successful product developments came under the leadership of Colman Mockler, Gill¬ 
ette’s next CEO, whose strategy was to cut costs and invest more money into advertising and 
product development. Under Mockler, Gillette experienced some of its greatest successes 
including memorable innovations such as the Atra razor, the Good News! disposable razor, 
and the Daisy razor for women. After these product additions, Gillette held roughly 75 per¬ 
cent of the global market in razors and blades, including a majority of the U.S. shaving mar¬ 
ket (razors, blades, and the leading shaving cream). By the end of 1980, Gillette’s sales rose 
above $2 billion for the first time in the company’s history. 

The foundation of this success was the introduction of new products for the razor and 
blade market developed in Gillette’s home laboratories. As previously mentioned, Gill¬ 
ette’s Atra-Plus shaving system, which featured a refillable Atra cartridge with a lubricat¬ 
ing strip, overtook the Trac II as the number one selling razor. In addition, to directly 
compete with Bic and other razor companies, Gillette updated its Good News! line to 
include a disposable razor with a lubricating strip. Furthermore, in the personal care seg¬ 
ment, Gillette made several introductions, including Aapri facial care products, Dry Idea 
deodorant, Bare Elegance body lotion, Mink Difference hair spray. White Rain hair care 
products, and Silkience shampoo and moisturizers. These additions had mixed results 
and left Gillette still searching for the keys to success in this business segment. In the 
writing instruments segment, Gillette achieved moderate success with the development 
of Eraser Mate erasable, disposable pens. Also, the steady sales of Paper Mate pens and 
Liquid Paper correction fluids helped to maintain company performance. 


The Razor Wars 

By 1990, Gillette found itself in the interesting position of cannibalizing its own success¬ 
ful products with the launch of the Sensor razor. The Sensor soared in sales globally and 
quickly dominated the market, only to be succeeded by the Sensor Excel in 1993. This 
was not the first competing product produced by Gillette; however, it represented the 
first product that was able to effectively shift consumer demand and sales away from 
the Atra and Trac II—Gillette’s leading products. A similar effect occurred in the 
women’s razor market with the development of the Sensor for Women in 1992 and the 
Sensor Excel for Women in 1996. As to be expected, the continued success of the Sensor 
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family of shaving systems led to the gradual decline of the Atra and Trac II twin-blade 
shaving systems. However, despite this decline, the Atra and Trac II razors continued to 
hold decent market share positions worldwide. In addition, holding steady since 1976, 
Gillette’s Good News! brand maintained its position as the best-selling disposable razor 
in its product category worldwide. 

Gillette’s internal competition heated up with the introduction of the Mach3 razor in 
1998. Touting three thin blades designed to provide a closer shave with fewer strokes and 
less irritation, the Mach3 became Gillette’s most successful new product ever as sales rose 
to $1 billion in the first 18 months. Recognized for its innovative design (blades on tiny 
springs), the Mach3 was named winner of the American Marketing Association’s Grand 
Edison Award for the best new product of 1998. Similar to the marketing strategy 
employed for the Sensor and Sensor Excel products, Gillette sequentially produced the 
Mach3 Turbo for men and the Venus system for women in an attempt to further expand 
the reach of Mach3 technology and market share. 

In 2003, the razor wars got ugly as Gillette faced a new, more threatening competitor: 
Schick and the Quattro—the world’s first four-bladed razor. Before Schick introduced 
the Quattro to the market, Gillette sued Energizer holdings and its Schick division, argu¬ 
ing that the Quattro illegally used the same “progressive geometry” technology as the 
Mach3. However, despite the lawsuit, Schick was allowed to launch the Quattro. To com¬ 
bat the suit, Schick countersued Gillette, claiming that Gillette’s advertisements stating 
“the world’s best shave” and “the best a man can get” were misleading. While Gillette 
and Schick engaged in a legal ping-pong match, consumer preferences and purchases 
were changing. In addition to Schick’s Quattro for men, its Intuition for women began 
to encroach upon Gillette’s hold of the women’s shaving market. Schick’s total share of 
the U.S. market had risen 2.9 percent to 17 percent, while Gillette’s total share of the 
razor and blades market had fallen 4.3 percent to 63 percent. 

To fight back, Gillette aggressively established a two-fold plan of attack for recapturing 
market share. This strategy included converting consumers to higher-priced razors and 
blades, such as the Sensor, Sensor Excel, and Mach3 lines, from the single- and twin- 
blade razors, and geographically expanding into the areas of Romania and the former 
Yugoslavia, the Soviet Union, and the Czech Republic. At the forefront of Gillette’s strategy 
sat its secret weapon: the Fusion—the world’s first 5 (+1) blade razor, introduced in 2006. 
Using a unique 5-blade design with a single blade on the back of the cartridge for use in 
trimming moustaches and side burns, the Fusion exploded off the shelves and sold more 
than 4 billion razors within the first two months. Furthermore, the Fusion razor repre¬ 
sented the first product introduction since Proctor & Gamble finalized its purchase of 
The Gillette Company and its subsidiaries, including Braun, Duracell, and Oral-B. 

Although the Fusion represented a victory for Gillette and P&G, the hype surround¬ 
ing its initial success was quickly fleeting. Other than being more expensive than the 
Mach3 (each cartridge costing 75 cents to $1 more than the Mach3 cartridge,) critics 
questioned why five blades were needed to get the best shave when Gillette had touted its 
three-bladed Mach3 as “the best a man can get” since the late 1990s. In addition, Con¬ 
sumer Reports concluded that there were no additional performance benefits provided by 
the 5-bladed Fusion, especially when compared to the Mach3. However, what was the 
most concerning for Gillette was the fact that sales reports indicated that the razors 
were outselling the cartridge refills. This translated to a consumer perception akin to a 
“novelty” product with a lack of staying power and product loyalty. Further, from a 
financial standpoint, Gillette feared not reaching the sales potential for the product com¬ 
bination, because it is well known that razor manufacturers earn most of their profits 
from blade refills, not the initial razor purchase. Despite these concerns, the Fusion line 
continued to be a successful revenue generator for Gillette and P&G. 
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The Quest for Continued Innovation 

Rather than continue the razor wars by producing a six- or seven-blade razor, Gillette 
focused on releasing complementary products, enhancing its existing product lines and 
expanding its intensely successful marketing strategy. To complement its already successful 
razor and blades division, Gillette sought to expand its product portfolio inside the shower 
doors to create the full “shower experience.” For example, the launch of Gillette Hair Care 
and Body Wash for men, as well as its Clinical Strength deodorant, represented the most 
significant Gillette brand extensions outside of the razor and blades division, and aimed to 
reinforce the brand’s standing as the world’s leading male-grooming authority. “We’ve 
earned the trust of the more than 600 million men who start their day with a Gillette 
razor,” said Chip Bergh, Group President, Global Personal Care, Procter & Gamble. “By 
offering superior deodorant, body washes, and shampoos, we are able to reward that trust 
by giving guys what they want and need in other areas of their grooming routines.” 

Because razors and blades are in the maturity stage of their product life cycle, focus¬ 
ing on these complementary products allows the company to increase its share of cus¬ 
tomer. Defined, share of customer refers to the percentage of each customer’s needs in 
a particular area met by the firm and is exploited when a company with brand loyalty 
effectively capitalizes on that preference to market other products. Gillette’s ability to 
increase its share of customer is greatly enhanced due to the resources available at Proc¬ 
tor & Gamble. According to Clayton C. Daley, Jr., vice chairman and chief financial offi¬ 
cer of P&G, “One of the objectives of the Gillette integration has been to leverage the 
strengths and technologies of both companies to develop new products. We’re generating 
revenue synergies by combining our superior science and male-grooming expertise to 
introduce these adjacent Gillette-branded products.” 

In addition to complementary products, Gillette’s primary focus has been on the 
extension of its core business and the marketing programs that support it. Going beyond 
simple brand advertising, many of the initiatives and activities introduced by Gillette cre¬ 
ated a synergy between product development and marketing strategy. For example, 
building off the success of the Fusion and Fusion Power razor and blades, Gillette 
released the Fusion Power Phantom (Stealth in the United Kingdom) in February 2007. 
The Phantom razor featured a redesigned handle and a darker color scheme than the 
original Fusion Power. In addition, in February 2008, Gillette released another revision, 
the Fusion Power Phenom, redesigned with a metallic blue and silver satin chrome han¬ 
dles color scheme. In 2009, Gillette launched the gaming-inspired Fusion Power Gamer 
razor at the EA SPORTS Champions of Gaming Tournament. 

Despite these advances in shaving technology, Gillette’s market research indicated that 
most men still experienced discomfort during and after shaving. In response, Gillette 
released the Gillette Fusion ProGlide shaving system in 2010. The ProGlide and ProGlide 
Power were built on the original Fusion platform and included new innovations such as 
15 percent thinner and finer blades, a blade stabilizer, comfort guard, a 25 percent larger 
lubrastrip, a microcomb, a redesigned precision trimmer, and a redesigned handle. 
Gillette’s testing with consumers showed that the Fusion ProGlide family was preferred 
2-to-l over the Gillette Fusion, which was already the world’s best-selling razor. The 
ProGlide family was also named Best Razor of 2011 by Men’s Health magazine. Chip 
Bergh speaks to the motivation and results of their efforts, “By taking the world’s num¬ 
ber one selling razor and making it better—dramatically better—we are defining a new 
standard for the more than 600 million men around the world who trust their faces to 
Gillette.” These strategies of innovation and global expansion enabled Gillette and its 
products to grow market share every year from 2006 to 2011, selling nearly 100 million 
razors and blades in 75 countries. 
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In January 2012, Gillette launched the Fusion ProGlide Styler in conjunction with a 
new “Masters of Style” campaign. The campaign focused on three celebrities known for 
their facial hair styles, namely Andre 3000 Benjamin (a musician), Adrian Brody (an 
actor), and Gael Garda Bernal (an actor). The ProGlide Styler was designed to simplify 
facial hair styling; a complex process involving trimmers, scissors, and razors. P&G com¬ 
bined the best attributes of its Gillette and Braun brands to develop a single, three func¬ 
tion product that trims, edges, and shaves. P&G also developed a new ProGlide Clear 
Shave Gel to accompany the 3-in-l styling tool. 

While Gillette’s bread-and-butter has always been male consumers, the company has 
also made great strides in appealing to the needs of women. In 2010, Gillette won the 
Most Profitable Solution to a Business Problem—Gold Award for its women’s Venus 
razor. In the past, most women’s razors were simply pink-colored men’s razors. Gillette 
changed the game by tackling women’s shaving issues head-on. The Venus was the first 
wet-shaving product designed specifically for women, and was considered to be the first 
shaving product that actually improved the daily shaving experience for billions of 
women around the world. 

Marketing Strategies 

Gillette’s lethal combination of marketing and product development stemmed from the 
fact that when it came to blades and razors, Gillette was not content with merely having 
an innovative product. The company virtually turned its marketing into a quantitative 
science, pouring time and resources into marketing plans that were almost military in 
their precision and implementation. Gillette’s stellar marketing strategies date back to 
the Sensor and Senor Excel products and can be attributed, in large part, to the success 
of its current market position and yearly sales volume. Focused heavily on male- 
dominated sports marketing activities, Gillette’s marketing program includes the follow¬ 
ing major elements: 

Gillette Stadium, home to the NFL’s New England Patriots and soccer’s New England 
Revolution, seats nearly 70,000 fans and has hosted numerous MSL Cup, World Cup, 
and NFL championships. Gillette’s sponsorship of the stadium allows it to reach a 
worldwide audience, as both soccer and the NFL are tremendously popular in Latin 
America and European countries. This is important because 60 percent of Gillette’s 
sales are generated outside the United States. Given the importance of the stadium 
sponsorship, Gillette extended its naming rights until 2031. 

Gillette Young Guns, which is aimed at fans of NASCAR, the NFL, and MLB, is 
designed to drive sales for Gillette’s premium razors and shave care products. The 
Young Guns campaign, which includes noted athletes such as Denny Hamlin, Kyle 
Busch, Matt Ryan, Ray Rice, Carlos Gonzalez, and Evan Longoria, promotes the fast 
and furious life of men though television, print, online, public relations, and event 
marketing tactics. 

Team Gillette is the company’s tie-in with the Olympic games. For the 2012 Summer 
Games in London, Team Gillette consisted of 24 world-class athletes from 18 
countries, including U.S. athletes Ryan Lochte (swimming) and Tyson Gay (track and 
field). Interestingly, four of the 24 athletes were from Brazil, a country where Gillette 
is making a strong push to promote advanced shaving technology. 

Gillette began its social media presence in 2007 when it launched on Facebook. 
However, the company did not take social media seriously until 2011. Gillette now 
actively coordinates its marketing campaigns with Facebook and Twitter. Their U.S. 
Facebook page has over 1.3 million likes. Gillette also maintains active Facebook 
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pages for India (over 900,000 likes), Argentina (over 40,000 likes) and the Venus 
shaver (over 900,000 likes). All of Gillette’s Facebook pages feature instructional 
videos, photos, and sweepstakes. Gillette has over 21,000 followers of its U.S. Twitter 
feed and over 4,000 following its Brazil feed. 

One of the major reasons that Gillette focuses on sports in its marketing efforts is that 
sport resonates with consumers all around the globe. In virtually every worldwide mar¬ 
ket, Gillette is the dominant brand in both men’s and women’s shaving. Given that dom¬ 
inance, and the always present need for shaving equipment and supplies, it is vital that 
Gillette maintain top of mind awareness in every market that it enters. The company 
feels that sports marketing and sponsorship are the best ways to meet this need. 

Global Expansion 

P&G discovered that the best way to gain an understanding of customer needs around 
the world is to perform R&D where the end product will be sold. A case in point is the 
Indian market. In 2005, before Gillette was acquired by P&G, it set out to market a new 
razor for Indian men. Many Indian men shave only a couple of times a week, often with 
a basin. To test its new razor, Gillette conducted product testing with Indian students at 
the Massachusetts Institute of Technology (MIT), who responded with rave reviews. 
However, the students shaved with running water, something not readily available in 
the Indian market. Consequently, the product launch failed. Later, however, after a prod¬ 
uct redesign and local market testing, Gillette launched the Gillette Guard to unprece¬ 
dented demand among Indian men. Within three months of the launch, Gillette Guard 
became the best selling razor in India. It now holds a 50 percent market share. The suc¬ 
cess of the Gillette Guard also promoted sales of Gillette’s other brands, most notably the 
Mach3. 

Today, P&G invests about $2 billion a year in R&D—60 percent more than its closest 
competitor. Much of that R&D effort occurs in nations other than the U.S. For instance, 
P&G recently opened the Beijing Innovation Center (BJIC) in China—a $70 million 
home for P&G’s regional R&D efforts. P&G has poured $1 billion into China for R&D 
purposes and plans to spend another $1 billion within the next five years. P&G now has 
25 R&D centers around the globe aimed at creating product innovations to serve the 
needs of customers regionally. The success has been evident as P&G has made product 
launches globally in untapped markets that have allowed their share of the razors and 
blades market to reach 70 percent. Shipments of both the Fusion and Mach3 have been 
increasing in global markets at a fast pace. 

Pricing Strategy 

Since 2007, Gillette has acknowledged that product quality and efficient marketing are 
the core value propositions that set the pace for the success of Gillette’s product lines. 
“If you have a significantly and demonstrably superior product or service, it really is 
quite meaningful,” said Benson P. Shapiro, a marketing consultant in Concord, Massa¬ 
chusetts. However, “If you don’t put it into language that gives a promise of something 
better, people won’t try it.” Gillette learned this first hand during the economic recession 
that began in 2008. Despite the company’s stellar marketing efforts, U.S. unit sales of 
Gillette’s blade cartridges fell roughly 10 percent every month from 2008 through 2009. 
When combined with the fact that Gillette consistently raised prices to offset higher pro¬ 
duction costs, it became clear that U.S. consumers had slowed their purchases of Gill¬ 
ette’s razor products. This was especially evident when compared to the sales of 
private-label disposable razors, which increased 19 percent over the same time frame. 
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Still, Gillette’s solid gains in foreign markets offset some of the decline in the U.S. 
market. 

Approximately 1.3 billion men worldwide shave with a razor blade. Within the United 
States, 94 million men ages 15 years and older remove hair in some fashion. Of these, 85 
percent prefer to wet shave with a razor blade. The average American male begins to shave 
between the ages of 14 and 16 and continues to shave for the majority of his life. In addi¬ 
tion, 100 million women in the United States, ages 13 years and older, remove hair in 
some fashion. Of these women, 94 percent prefer to shave with a razor blade. On average, 
men in the United States shave 5.33 times per week, or 24 times a month, and spend 
approximately $20 to $25 per month for razors, blades, and shave preparations. 

These statistics point to a potential vulnerability in Gillette’s pricing strategy. The 
retail price of a Fusion ProGlide razor for men and an eight-pack of replacement car¬ 
tridges is almost $39.00. Step up to Fusion ProGlide Power and the price increases to 
almost $44.00. Gillette claims that the ProGlide cartridge will last up to 5 weeks with 
daily use. Although the veracity of this claim is up for debate, evidence shows that 
most men and women like less expensive three-blade razors just as well. A 2006 Con¬ 
sumer Reports test showed that 18 of 26 men who tested the Fusion razor would not 
switch from their regular three-blade razor. Reviews for the Fusion ProGlide razor on 
Amazon.com are mixed, with a four-star average. A price comparison of various brands 
in the men’s and women’s wet-shaving market is shown in Case Exhibit 16.1. 

Gillette’s own research shows that men try to reduce the cost of shaving by cleaning 
their razors with toothbrushes or in the dishwasher to make the blades last longer. The 
high cost of shaving has led to a number of start-ups that are attempting to shake up the 
market. For example, the Dollar Shave Club ( dollarshaveclub. con ) signed up 
12,000 customers in its first 48 hours of operating online. Customers can choose from 
three service offerings: The Humble Twin ($1.00 per month, plus $2 shipping and han¬ 
dling, for 5 twin-blade cartridges), The 4X ($6.00 per month for 4 four-bladed car¬ 
tridges), or The Executive ($9.00 per month for 3 six-bladed cartridges). The company 
explains its service this way: 

Like most good ideas. The Dollar Shave Club started with two guys who were pissed off 
about something and decided to do something about it. 

We got tired of spending $15-$20 every time we bought razor blades. We asked our¬ 
selves, did we really need all this fancy technology in our shave: a vibrating handle, 
LED guide-lights, 8-blades, and grip that could steady a 9-iron? The answer was a defi¬ 
ant “No”! 

We felt like we’d been over-marketed to. “Big Shave” companies keep telling us we need 
more expensive equipment, but why? Shaving should be simple. It sure used to be. Look 
at old photos of your father & grandfather. They didn’t have extreme shave gear, and 
they look pretty handsome, don’t they? 

So... we teamed up with one of the world’s leading blade manufacturers and created 
signature 2, 4, and 6 blade razors. They’ve got everything you need in a shave: stainless 
steel blades, lubrication bars, and pivoting heads. 

But we didn’t stop there... We thought: You know what also sucks... forgetting to pick 
up razor blades at the store and then making excuses about why we look like we slept 
in a motel last night. Razor blades are one of the most regular purchases we make. 
Someone should just send us our blades once a month. 
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CASE EXHIBIT 16. 

Wet-Shaving Products and Prices 



Brand 

Initial Price 

of Razor 

Price of 

Replacement 

Cartridges 

Men’s Products 




Gillette 

Mach3 

$8.59 

12 for $25.99 


Mach3 Turbo 

$9.99 

8 for $22.99 


Fusion 

$9.99 

4 for $13.49 

8 for $24.99 


Fusion Power 

$11.49 

4 for $15.99 

8 for $26.99 


Fusion ProGlide 

$9.99 

8 for $28.99 


Fusion ProGlide Power 

$11.99 

8 for $31.99 

Schick 

Hydro 5 

$9.49 

4 for $11.99 


Hydro 5 Power Select 

$11.49 

4 for $12.49 


Hydro 3 

$8.99 

4 for $8.99 


Quattro 

$9.99 

4 for $10.29 

8 for $18.99 


Quattro Titanium 

$9.99 

4 for $10.99 

8 for $20.99 

Bic 

Comfort 3 

4 for $3.89 

8 for $6.99 



Comfort 3 Advanced 

4 for $5.99 

6 for $7.99 


Women’s Products 




Gillette 

Venus 

$5.99 

4 for $9.99 

8 for $19.99 


Venus Divine 

$8.99 

8 for $19.99 


Venus Breeze 

$9.99 

4 for $12.99 


Venus Vibrance 

$11.99 

4 for $16.49 


Venus Embrace 

$10.99 

4 for $14.99 

8 for $28.49 

Schick 

Hydro Silk 

$11.49 

4 for $16.99 


Quattro for Women 

$9.49 

4 for $11.49 

8 for $21.99 


Silk Effects Plus 

$5.99 

5 for $8.99 


Intuition Plus Renewing 
Moisture 

$9.89 

6 for $20.99 


Intuition Plus Sensitive Care 

$9.89 

3 for $11.49 

Bic 

Soleil Triple Blade 

4 for $6.49 



Soleil Twilight 

4 for $6.49 



Sources: Lowest posted prices at Drugstore.com (http://www.drugstore.com) and CVS.com (http:// \rw.cvs.com), 
accessed July 31, 2012. 
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And just like that, the Dollar Shave Club was born! For as little as $l/month, a great 

shave delivered right to your door. No more superfluous shave tech. No more stubble in 

the status meeting, fust a great shave for a low-commitment. 

The Dollar Shave Club has been so successful that it has raised over $1 million in seed 
money from venture capital firms. A similar company, RazWar.com, has launched in 
Belgium with similar funding from venture capitalists. Another company is planned in 
the U.K. Not to be outdone, Amazon offers Gillette Mach3 Cartridges for $2.06 each if 
customers agree to regular shipments. ProGlide cartridges are also available for $3.44 
each. Gillette responded with new advertising focusing on the value and long-lasting 
attributes of the ProGlide system. However, early signs show that Gillette’s U.S. market 
share has dipped as much as 2 percent over the last year. With the trend in online razor 
purchases, it is clear that Gillette and P&G will face significant pressure on their pre¬ 
mium pricing strategy as more consumers learn about other options. 

Looking Toward the Future 

To succeed in the future and effectively win the razor wars and beyond, Gillette must 
find new ways to innovatively out-produce or out-market the competition. In essence, 
the challenge for Gillette is to push the envelope without creating innovations that are 
seen as trivial. This requires massive expenditures on R&D that lead to products capable 
of recouping their investments. As Gillette looks to future technological innovations, the 
company must be concerned about broad consumer acceptance and whether its research 
investment can be recovered in a reasonable time frame. 

Similarly, when considering possible increased global expansion, Gillette must con¬ 
sider the roles that culture, religion, and Western influences play in shaving behavior. 
For example, internationally, 15 percent of the world’s male population does not shave 
due to discomfort from shaving; 7 percent do not shave for religious reasons; and 3 per¬ 
cent simply do not care to shave. Being aware of these behavioral and cultural character¬ 
istics will allow Gillette to effectively segment and target those they will be most 
successful in transforming into customers. Similarly, although some women in European 
countries choose not to shave for cultural reasons, others now prefer to engage in the 
activity as they increasingly embrace Western lifestyles. For example, younger genera¬ 
tions of European women are being influenced by American movies and television that 
depict women with sleek underarms and legs. By fostering adoption of the shaving life¬ 
style, Gillette can effectively capitalize on this trend. In fact, if European women 
embraced hair elimination at the same pace as American women, total blade sales 
would increase by hundreds of millions each year. 

In many ways, Gillette and Procter & Gamble are in an enviable position. Gillette’s 
products dominate the global wet-shaving market. The company continues to grow, 
although slowly, in every worldwide market. Still, many industry analysts wonder if Gill¬ 
ette has reached the end of its historical innovation in wet-shaving technology. Thus far, 
Schick has not responded to the Fusion ProGlide with a breakthrough innovation of its 
own; however, it did respond by creating its own 5-bladed razor called the Hydro. Given 
that the wet-shaving market is mature, Gillette must depend on innovation to perpetuate 
its dominance (whether in product design or marketing), as well as create an appeal that 
entices customers to try and purchase its products. By aligning that appeal with what 
customers value, Gillette has the potential to establish a position of long-term product 
maturity and market dominance. In that position, it won’t matter how many blades a 
competitor puts on a razor. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 


Case 16: Gillette: Why Innovation May Not Be Enough 491 


Questions for Discussion 

1. Evaluate product innovation at Gillette throughout its history. Has Gillette been a 
victim of its own success? Has product innovation in the wet-shaving market come to 
an end? Explain. 

2. What do you make of the razor wars, first between Gillette and Schick, and now with 
online competitors? Does Gillette face a serious threat from competitive inroads? Explain. 

3. What actions would you recommend over the next five years that could help Gillette 
maintain its worldwide dominance in the shaving market? What specific marketing pro¬ 
gram decisions would you recommend? Should Gillette be worried about its pricing 
strategy? Explain. 
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IKEA Slowly Expands 
Its U.S. Market Presence* 


IKEA is known around the world for its stylish, quality, and low-cost furniture and home 
furnishings. The company’s success is based on a strategy of operational excellence in 
production, supply chain operations, and marketing. IKEA—wildly popular in Europe— 
has leveraged its brand reputation to penetrate markets in other countries. However, its 
penetration of the U.S. market has been hampered by a weakened economy and the 
inconsistency between the traditional U.S furniture market and IKEA’s low-cost operating 
philosophy. IKEA must find a balance between its operational excellence strategy and U.S. 
consumers’ demands for customization, good service, convenience, and quality. 

Operational excellence, target marketing, product design, branding strategy, positioning, 
global marketing, pricing strategy, supply chain strategy, retailing, implementation, 
customer relationships, SWOT analysis, strategic focus 

W hen 17-year-old Ingvar Kamprad founded IKEA in 1943, he could not have 
imagined that his company would become one of the world’s most popular 
and iconic brands or the world’s largest home furnishings retailer. The IKEA 
name is a combination of Kamprad’s initials (IK) and the first letters of the farm 
(Elmtaryd) and village (Agunnaryd) in southern Sweden where he grew up. From the 
beginning, IKEA was founded on different principles—namely, frugality and low cost. 
Most furniture companies offer personalized service and advice in lavish showrooms where 
salespeople compete for sales commissions. Kamprad, however, recognized that customers 
are willing to trade off typical amenities to save money. Today, the no-frills frugality is the 
cornerstone of the IKEA cache and one of the reasons for its immense popularity. 

IKEA operates under a unique corporate structure. When Kamprad founded the 
company, he wanted to create an independent organization that would be sustainable for 
the long term. Since 1982, the Stichting INGKA Foundation, a Netherlands-based 
charitable foundation, has owned the IKEA Group. Many estimates peg the foundation as 
one of the world’s wealthiest charities—worth an estimated $36 billion. INGKA Holding 
B.V., also based in the Netherlands, is the parent company for all IKEA Group companies. 
The IKEA Group includes IKEA of Sweden (which designs and develops all IKEA 
products), Swedspan (which makes environmentally friendly wood panels), Swedwood 
(which makes all IKEA furniture), the sales companies that operate IKEA stores, and all 
purchasing and supply chain functions. This type of ownership is unique in that the 
foundation is a nonprofit organization designed to promote innovation in architectural 


*Christin Copeland and Michael D. Hartline, Florida State University, prepared this case for classroom discus¬ 
sion rather than to illustrate effective or ineffective handling of an administrative situation. 
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and interior design. Some criticize IKEA’s ownership as an arrangement that leverages the 
uniqueness of Dutch law to avoid taxes and prevent a hostile takeover attempt. 

Today, IKEA is Sweden’s best-known export. The company had 2011 worldwide sales 
totaling EUR 25.2 billion and an average annual growth rate of almost 7 percent. 
Roughly 79 percent of IKEA’s sales come from operations in Europe, with North 
America and Russia/Asia/Australia contributing 14 percent and 7 percent, respectively. 
The company has 131,000 employees and more than 325 IKEA stores in 38 countries, 
with 287 stores in 26 countries belonging to the IKEA Group. The remaining stores are 
owned and operated by franchisees. The first U.S. IKEA store opened in Philadelphia in 
1985. Today, there are 38 U.S. stores, with 11 stores in Canada. IKEA had originally 
planned to have 50 stores operating in the United States by 2010, but the 2008-2009 
worldwide economic recession slowed IKEA’s plans. 

The IKEA Concept 

The backbone of IKEA’s success is “The IKEA Concept,” which serves as both the com¬ 
pany’s vision and core operating philosophy: 

The IKEA Concept: Provide functional, well-designed furniture at prices so low that as 

many people as possible will be able to afford them. Creating a better everyday life for 

the many people. 

The IKEA Concept guides every aspect of how the company’s products are designed, 
manufactured, transported, sold, and assembled. To transform the IKEA Concept into 
reality, the company provides stylish, functional, low-cost home furnishings that custo¬ 
mers must assemble themselves. Furniture products are shipped in flat packs to save 
money on manufacturing and distribution, which IKEA then passes on to customers in 
the form of lower prices at retail. To compensate for the customer having to “do it your¬ 
self,” IKEA offers other services that make this proposition a little more attractive. These 
extra services include in-store child-care and play areas, restaurants, and longer store 
hours. To help visitors prepare for this experience, IKEA provides its customers with 
pencils, paper, tape measures, store guides, catalogs, strollers, and shopping bags. IKEA 
even offers delivery for the bulky items that customers cannot carry themselves. For 
those who want to carry their own bulky furniture home, IKEA rents carracks for con¬ 
venience. IKEA stores are designed as a circle so that everything can be seen no matter 
in what direction the customer is headed. The aisles are wide to reduce traffic congestion 
that could occur when customers stop to look at different showrooms and displays. 

Production 

IKEA’s key objective regarding production is to establish and maintain long-term sup¬ 
plier relationships. When designing new products, IKEA actually begins with a target 
retail price in mind, and then works with thousands of suppliers in over 50 countries 
to find the lowest cost way to manufacture that product. Its oldest suppliers are Swedish; 
however, other major suppliers are located in China (22 percent), Poland (18 percent), 
Italy (8 percent), and Germany (4 percent). IKEA accounts for approximately 10 percent 
of the furniture market in each country where its products are manufactured. 

One strategy that IKEA has implemented is to place its trading offices in countries 
around the world to localize operations. This gives IKEA leverage to increase production 
capacity (that is, labor hours and purchasing materials) when needed. The strategy also 
allows IKEA to closely monitor manufacturing performance. Producing high-quality pro¬ 
ducts at the lowest possible cost drives IKEA’s production mentality. In addition to local 
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trading offices, IKEA also manages production through long-term contractual relation¬ 
ships based on bulk buying. Committing to high-volume purchases over a longer time 
frame allows IKEA to dramatically cut costs. Additionally, IKEA is in a position to 
offer its suppliers financial assistance if necessary. This optimization is key to achieving 
the low-cost business model that IKEA wants to maintain. 

Cost consciousness dominates all aspects of IKEA’s operations. In land acquisition, 
IKEA locates stores on property just outside of target cities. In production, the remnants 
of fabric and wood used for products are used to create more products. IKEA uses natu¬ 
ral colors to cut production costs and increase social responsibility to the environment 
through the manufacturing process. Across its distribution centers, flat packages are 
used to efficiently transport the large bulk of products from suppliers to IKEA stores. 
The use of flat packages lowers warehousing and distribution costs and the environmen¬ 
tal impact throughout the supply chain. 

IKEA’s production goals also include a strong sustainability component. The com¬ 
pany has partnered with the World Wildlife Federation and the Forestry Stewardship 
Council to ensure that raw materials (primarily wood and cotton) come from responsibly 
managed and sustainable sources. IKEA helps educate cotton farmers in India, China, 
Pakistan, and Turkey to use sustainable methods, such as reducing water, pesticides, 
and fertilizers. Currently, 16 percent of wood materials and 24 percent of cotton materi¬ 
als come from sustainable sources. In addition, IKEA has a goal to obtain 100 percent of 
its energy from renewable resources. The company operates its own wind turbines and 
solar systems to power both stores and distribution centers. Today, 51 percent of IKEA’s 
energy comes from sustainable sources. 

Marketing 

IKEA’s marketing program has four focal areas: product design, catalogs, advertising, and 
public relations/promotions. IKEA’s product designs are arguably the most important part 
of its brand image. Customers love the clean lines, frugal styling, and cache that ownership 
affords. IKEA admits that creating stylish and inexpensive products is a challenging task. 
To fulfill its vision, the company’s full-time and freelance designers work closely with in- 
house production teams to pair the appropriate materials with the least costly suppliers. 
Though the work is tedious, IKEA is well known for its product innovation. 

IKEA’s main marketing focus is its printed catalog, where the company spends the major¬ 
ity of its annual marketing budget. The 300- to 400-page catalog is produced in 59 different 
editions in 30 languages. In 2012,211 million copies were put into circulation. New for 2013, 
the IKEA catalog featured special symbols that are readable by IKEA’s iPhone and Android 
apps. When users scan the symbols, they are presented with an augmented reality experience 
that allows customers to see the company’s products more in depth. The apps also offer 3D 
models of products and how-to videos. A similar experience is available online where custo¬ 
mers can view products and download free programs to help redesign kitchens, bathrooms, 
and bedrooms. The website also provides information about each store’s local events and pro¬ 
motions, services, and product specials. Because the website offers limited online purchasing 
capabilities, customers are often forced to visit the stores to buy products. Approximately 30 
percent of IKEA’s product line is available for online purchase. 

In addition to the catalog, IKEA also uses television, radio, and Internet-based com¬ 
munication to reach its target customers. The company’s advertising is intended to 
increase both brand awareness and store traffic. Some of the company’s advertising is 
controversial, especially ads that portray gay customers or sexually suggestive storylines. 
IKEA has even taken its advertising to the streets in Italy (with a graffiti campaign) and 
in Paris (where a complete IKEA furnished apartment was installed in the Paris 
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underground). Advertising, however, is not a major focus of IKEA’s promotional efforts. 
The company prefers to rely on word-of-mouth communication. This is reflected in its 
use of social media. For example, IKEA’s Facebook pages provide up-to-date information 
on company activities, sales, and local store events. IKEA’s U.S. Facebook page boasts 
over 1 million fans, while its international pages have several hundred thousand fans 
each. Several thousand fans typically follow each local store page. 

Local store events are another key marketing focus for IKEA. The San Diego, Califor¬ 
nia, store offers birthday parties for children on the first Tuesday of every month. The 
Atlanta, Georgia, store features activities such as culinary tasting events, face painting, 
college student activities, and fundraising events for local charities. In a unique promo¬ 
tion prior to the grand opening of the Atlanta store, IKEA managers invited locals to 
apply for the post of Ambassador of Kul (Swedish for “fun”). The five winners of an 
essay contest received $2,000 in vouchers, had to live in the store for three days, sleep 
in the bedding department, and participate in contests. Finally, the entire IKEA family 
holds “Antibureaucracy Weeks” on a regular basis. These are times when executives 
work on the shop floor or stockroom, operate cash registers, and even load trucks and 
cars for IKEA customers. This simple step goes a long way in upholding the IKEA cul¬ 
ture and maintaining employee morale. 

IKEA’s marketing program is designed to be thrifty but still effective. In fact, all of 
IKEA’s marketing activities are designed to maintain a downward pressure on operating 
expenses. For example, in most stores, IKEA does not accept checks—only cash or credit 
cards, including its own “IKEA Card.” This helps to reduce IKEA’s accounts receivable 
and eliminates the need to maintain an expensive collections operation. With policies 
like these, it is not surprising the company’s operating margin of 10 percent is among 
the best in the home furnishings industry. And, despite its low cost and price model, 
IKEA aims to cut prices by an average of 2 to 3 percent every year. 

The Future of IKEA's U.S. Expansion 

IKEA considers the United States an important part of its plans for global expansion. 
The U.S. standard of living is higher than most countries; however, most American con¬ 
sumers actively buy into the cost-conscious mentality. The value of the U.S. dollar is sta¬ 
ble and not prone to wide exchange rate fluctuations. The United States has very high 
Internet usage, and IKEA’s sustainability efforts are welcomed by a wide margin of the 
consuming public. Another factor that makes the United States favorable to IKEA is its 
melting pot of cultures. The IKEA Concept can appeal to the different lifestyles and ways 
of life found in the United States. 

Despite these advantages, IKEA must address two key issues regarding U.S. expan¬ 
sion. The first is the need to adapt to the preferences of U.S. consumers. American con¬ 
sumers are very demanding and tend to reward marketers that go out of their way to 
address individual tastes and needs. Further expansion into the U.S. market will require 
IKEA to adapt its offerings and stores to local tastes—a marketing strategy that is much 
more expensive to deliver and contrary to IKEA’s cost-conscious operating philosophy. 
IKEA’s franchised structure is well suited to this task. This allows IKEA to get closer to 
customers by hiring local employees that represent the same values, cultures, and life¬ 
styles of the local area. Another adaptation issue involves IKEA’s promotional strategy, 
which must be tailored to U.S. standards. For example, most of IKEA’s television com¬ 
mercials are considered too “edgy” for American viewers. 

The second key issue is quality. Although American consumers are increasingly value- 
driven, they also demand quality products. In this regard, IKEA’s low-cost, do-it-yourself 
concept misses the mark for many potential furniture consumers. Many Americans view 
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self-assembled furniture as being lower in quality, and similar to the types of furniture 
one might buy at Walmart or Target. The particleboard construction often used in 
these products has tarnished consumers’ perceptions of do-it-yourself furniture. 

Facing these challenges, IKEA’s U.S. expansion has moved slowly. The company 
opened only three U.S. stores from 2009 to 2012 and does not plan to open any new 
U.S. stores in 2013. IKEA’s low-cost, do-it-yourself marketing strategy is not a perfect 
match for U.S. tastes in furniture retailing, nor does the company have the financial 
resources and marketing experience to roll out a large number of products and stores 
simultaneously. The most recent economic conditions have not helped either. As the 
company looks toward further expansion into the U.S. market, it must consider a num¬ 
ber of relevant issues in both its internal and external environments. 

IKEA's Strengths 

Low Cost St IKEA’s low cost structure has been the very essence of its success. 

Being that low cost measures are ingrained into IKEA’s corporate DNA, the company 
does not have a hard time tailoring its operations around this business model. This 
model also pairs nicely with customers who appreciate IKEA’s operating style. Further¬ 
more, IKEA’s low cost structure has kept the company profitable while competitors, such 
as Pier 1 in the United States, are struggling. Despite the state of the economy, IKEA has 
continued to see positive revenue growth. IKEA has continued to use every possible ave¬ 
nue to maintain its low cost structure and competitiveness without compromising cus¬ 
tomer value. 

Corporate Culture IKEA values antibureaucracy in its operations, and strongly fol¬ 
lows worker and environmental protection rules. These tenets are codified in the com¬ 
pany’s code of conduct know as “The IKEA Way.” The company’s culture is based on 
the core values of togetherness, cost consciousness, respect, and simplicity. Kamprad 
once said, “Work should always be fun for all colleagues. We all only have one life; a 
third of life is work. Without desire and fun, work becomes hell.” To ensure the com¬ 
pany culture is upheld, the company looks for very specific traits in potential employees. 
IKEA’s managers look for people who “display a desire to learn, motivation to do things 
better, common sense, and the ability to lead by example.” The company believes in 
keeping employees happy by engaging in activities throughout the year that promote 
well being and job satisfaction. These are all reasons that IKEA has been ranked in For¬ 
tune magazine’s annual list of “100 Best Companies to Work For” on many occasions. 

Do-It-Yourself Approach IKEA maintains its low-cost business model by creating a 
different furniture shopping experience. IKEA supplies customers with all possible mate¬ 
rials needed to complete their shopping when they enter the store (that is, measuring 
tape, paper, and pencils). The floor has showrooms displaying IKEA furniture with mul¬ 
tiple accessories that will accentuate the style. With this approach, customers do not have 
to be bothered with salespeople who work on commission. Customers can pick and 
choose among the different options of accessories that they would like to use with furni¬ 
ture. Many customers appreciate the feeling of accomplishment that comes from doing 
things for themselves. For those customer who do not like the DIY approach, IKEA 
offers assembly services and home delivery options. 

Although IKEA is not set up as a traditional furniture store, the 
company does provide several added amenities. IKEA rents car racks that customers 
can use to get bulky items to their homes. IKEA also provides child-care services to 
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give parents time to shop. Once their children are in a safe place, parents will delegate 
more time to browsing and purchasing IKEA furniture and accessories. The company 
also provides restaurants in some of its stores to encourage customers to stay a little lon¬ 
ger. Offering breakfast, lunch, and dinner, the restaurants also generate strong profits for 
the company each year. Customers can also schedule consultations with professional 
designers. In sum, the IKEA experience is designed to make the stores destinations in 
themselves. IKEA wants the customer to feel as if there is not a rush to leave the store 
and customers can do more than just shop for furniture. 

Brand Image There is no denying that brand image is a key strength for IKEA. Even 
if they have not been in a store, most people around the globe recognize the blue and 
yellow logo as a symbolic representation of trendy, modern, and fashionable furniture. 
Customers flock to the furniture giant to experience what BusinessWeek has referred to 
as “IKEA world, a state of mind which revolves around contemporary design, low prices, 
wacky promotions, and an enthusiasm that few institutions can muster.” 

Part of IKEA’s brand strength comes from its wide array of products that exude a 
high-quality, low-cost focus. The company offers home furnishings and appliances for 
the bedroom, bathroom, and kitchen, as well as furniture for business offices. In addition 
to home furnishings, the company sells accent pieces and everyday products such as 
rugs, linens, and kitchen utensils. Some of the company’s newest ventures include home 
building materials. Customers can build an IKEA home with reasonably priced, environ¬ 
mentally friendly materials. 

Strong Focus on Sustainability IKEA considers the environmental impact of every 
step in its business processes by making products that are environmentally conscientious 
and cost-effective. Suppliers are required to comply with strict environmental standards 
and to use as much renewable, reusable, and recycled materials as possible. With wood 
as a primary source of material, IKEA also employs field specialists to ensure the wood 
obtained comes from responsibly managed forests. From product design to disposal, the 
organization truly practices what it preaches in terms of its environmental 
responsibilities. 

IKEA's Weaknesses 

Do-It-Yourself Approach Some customers may not appreciate IKEA’s do-it-yourself 
approach. IKEA targets young, cost-conscious customers who want stylish furniture. 
However, these same consumers also like convenience and usually have the money to 
pay for it. For them, the time and effort involved in shopping for furniture, bringing it 
home, and assembling it may not be worth it. Furthermore, some customers enjoy hav¬ 
ing a conversation with a salesperson and getting individual ideas and advice from 
employees. These customers may continue to buy furniture from traditional retailers. 

Limited Custom: To ensure alignment with its low cost structure and easy- 

assembly promise, IKEA’s products are very basic and simple in terms of both structure 
and design. The ability for individualized customization is limited. Many American con¬ 
sumers prefer items with more style, accent, and color options. 

Limited Promotional Expenditures IKEA does not spend an enormous amount of 
money on promotion. Instead, the company depends on word of mouth and catalogs to 
generate a buzz among customers. Sadly, most U.S. consumers are not highly responsive 
to catalog marketing, making IKEA’s bread-and-butter promotion less efficient and 
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cost-effective for the U.S. market. American consumers also watch television and use the 
Internet more often than consumers in other countries. However, most of IKEA’s televi¬ 
sion commercials are unknown outside of the United Kingdom. Further, many of the 
company’s ads are controversial and not suitable for a U.S. audience. As a result of 
these issues, IKEA may be missing out on a larger potential customer base. 

Weak Online Suppor Many aspects of the company’s website leave much to be 
desired. Although product descriptions are available, many of the items shown cannot 
be ordered online. IKEA basically forces consumers to shop at their nearest brick- 
and-mortar locations. Because IKEA’s physical presence in the U.S. market is small, the 
company is losing valuable sales due to its lack of online buying options. 

IKEA's Market Opportunities 

Economic Condition IKEA’s low-cost, high-quality strategy fits with the relatively 
weak state of the U.S. economy. As many consumers look for ways to cut personal 
spending, IKEA is well positioned to be a logical choice for home furnishings for the 
cost-conscious customer. Most American consumers still ascribe to a value-dominant 
logic when it comes to purchasing goods and services. However, these customers want 
not only high quality at a good price but also convenient access and timesaving services. 
IKEA can play into this buying logic but may have to expand its service offerings to 
increase customer convenience. 

Demand for C The number of consumers shopping online continues to 

rise. With the average schedule getting busier, technically savvy consumers increasingly 
enjoy the convenience and ease of online shopping. Comparison shopping is also a con¬ 
venience afforded by the Internet that could allow IKEA to dominate the low-cost, qual¬ 
ity furnishing sector. Offering convenient online shopping experiences would fit well 
with IKEA’s low cost structure because it would allow them to sell items using a distri¬ 
bution network instead of a complete reliance on physical stores and their higher over¬ 
head costs. Convenience factors within IKEA’s stores, such as restaurants and daycare, 
are already well suited to customer needs. 

Popularity of Stylish, but Sustainable, Products Swedish design—the simple, 
futuristic, edgy, and fashionable designs offered by IKEA—is popular among consumers 
overall. In addition to style, consumers are also interested in “green” products that 
enhance the sustainability of natural resources. The recent corporate movement 
toward “green” practices is becoming more prevalent, and consumers are becoming 
more aware of a company’s carbon footprint. IKEA is well positioned to take advantage 
of this trend. 

IKEA's Market Threats 

Competition Several other large retailers are vying for the do-it-yourself furniture seg¬ 
ment. As consumers become more cost conscious in today’s economy, the offerings of 
traditional bricks-and-mortar stores such as Home Depot, Target, and Walmart become 
more acceptable. IKEA also faces online competitors such as BluDot.com and 
Furniture.com. BluDot is a direct IKEA brand competitor that also claims to offer 
quality, unassembled furniture at low prices. It too offers simply designed and modern 
furniture. Furniture.com is a product competitor that uses the traditional furniture 
store concept but offers the ease and convenience of online price and product 
comparison. 
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Changing Customer Needs/Tastes Customers’ needs and tastes constantly change. 
At some point, customer interest in Swedish design and do-it-yourself furniture will 
wane. This is especially true as the U.S. population continues to age. The typical baby- 
boomer consumer demands quality, values his or her time, and appreciates convenience 
more than saving a few dollars. Overall, there are relatively fewer younger customers— 
IKEA’s main target market—as compared to baby boomers. The end result is a likely 
decline in demand for trendy, low-cost furniture. IKEA’s low-cost and high-quality 
designs might appeal to some baby boomers, but the inconveniences associated with 
the company’s DIY approach probably send them looking elsewhere. 

Most American consumers have preconceived notions 
of what the “best of the best” is when it comes to specialty furniture and furnishings 
purchases. For example, the average consumer may not purchase a mattress from IKEA 
because it is not a Select Comfort, Sealy, or Simmons mattress. Although IKEA focuses 
strongly on high-quality products, in the U.S. market the company must compete with 
well-established companies that have earned significant brand awareness. 

Questions for Discussion 

1. Given the SWOT analysis presented in the case, what are IKEA’s key competitive 
advantages? What strategic focus should the company take as it looks to further expand 
into the U.S. market? 

2. What factor is the biggest reason for IKEA’s growth and popularity: value or image? 
Which is more important in the U.S. market? Why? 

3. What strategic alternatives would you suggest IKEA employ to further penetrate the 
U.S. market? 

4. Speculate on what will happen at IKEA stores as they are adapted to fit local tastes. 
Is the company’s trade-off of service for low cost sustainable in the long term? 
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Introduction 

In a nondescript strip mall facing a farmer’s field and power transmission lines, starting 
from the shell of a recently-shuttered sushi restaurant, entrepreneur Daniel Woo started 
Sushilicious, a different take on the concept. It was February 1, 2011, nearing the first- 
year anniversary of the restaurant’s opening, and Woo was excited about the next stage 
of development. 

Sushilicious had defied the odds as a new restaurant, drawing in both sushi aficiona¬ 
dos and newcomers with its modern, Apple-store inspired design and its excellent food. 
Instead of spending marketing dollars in traditional advertising to increase business, 
Woo relied on a combination of social media tools — Facebook and Twitter — to drive 
awareness and interest. 

Woo had not spent a single dollar on advertising, a remarkable feat considering that 
prospective diners needed to drive to Sushilicious; its location in the Irvine Village Shop¬ 
ping Center was not readily accessible on foot. Not content to sit on his laurels. Woo was 
considering three options to make Sushilicious’s second year even more successful: fran¬ 
chising the concept, opening a second store in a different neighbourhood or focusing all 
effort on growing the customer base for his single restaurant. 

Daniel Woo and the Sushilicious Concept 

Originally from Seattle, Washington, Woo relocated to Irvine, California in 2008. In the 
process of looking at several business opportunities, he came up with the idea of opening 
a sushi restaurant geared towards families and customers who were new to sushi. 
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Sushi Competitors in Irvine 

Sushi was a popular part of Japanese cuisine, introduced to the West in the early 1960s. 
It featured various combinations of cooked rice rolled or topped with sliced raw fish and 
other ingredients, and was served cold with soy dipping sauce and wasabi. While its 
appeal was initially limited to an audience familiar with Japanese cuisine, sushi was 
becoming popular on the West Coast due to the proliferation of sushi restaurants. 

There were 10 sushi restaurants in Irvine — a city of 218,000 people. Most of the 
competition was sushi restaurants in the traditional style: they bore Japanese names and 
featured Japanese chefs. Their internal decor was either utilitarian — furnished with sim¬ 
ple square tables and dark wood chairs — or Japanese, with light, unpainted pine furni¬ 
ture, latticed dividers and at least one wall that was painted red, which is an important 
colour in Japanese culture, carrying a number of symbolic meanings depending on the 
shade of the color and the shape used to represent it. The better restaurants were 
family-owned and managed by Japanese-born chefs. 

Selecting a Location: The Former Gen Kai Japanese 
Cuisine Restaurant 

The location Woo had chosen for his new restaurant had most recently housed a failed 
sushi restaurant, Gen Kai Japanese Cuisine (Gen Kai) (see Exhibits 1 and 2). Gen Kai was 
a traditional Japanese-style sushi restaurant, serving a variety of popular and exotic sushi 
and sashimi. The owners employed an itamae (a Japanese chef) who was in charge of 
food preparation. 


Location 



Source: Case writer. 
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T 2 Gen Kai Japanese Cuisine 






Source: “Gen Kai Japanese Cuisine - Irvine, CA,” Chubbypanda.com, May 4, 2008, www.chubbypanda.com/2008/Q5/gen-kai-japanese- 
cuisine-irvine-ca.html, accessed May 25, 2011. 


As was typical of Japanese sushi restaurants, the chef at Gen Kai was stationed in front of the 
diners, standing behind refrigerated glass shelves stocked with raw fish and other items such as 
fish roe and seafood. At Gen Kai, its red wall served as a general pantry and liquor cabinet. In 
between the bottles of sake and wine, a flat screen television showed sports programs. 
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Diners sat along the varnished pine bar, perching on wooden stools and facing the 
chef. Each setting included two bottles of soy sauce and a set of chopsticks. The restau¬ 
rant had another 15 square tables, with total seating capacity at about 50 at any time. 
Gen Kai was located in the Irvine Village Shopping Center, to the right of Curves — a 
health fitness centre for women — and around establishments such as Papa John’s Pizza, 
Pho Coffee Factory, the Irvine Dance Academy and Irvine Kid’s Dentist. The shopping 
centre was on the edge of a residential area at the crossroads of Irvine Center Drive and 
Jeffrey Road. Unlike Irvine’s downtown core, there was almost no foot traffic around the 
shopping centre. 

Gen Kai’s quality varied over the years depending on the skill and dedication of the 
chef employed. In the year before it closed, Gen Kai had an excellent Japanese chef 
named Juuji. An example of the exotic cuisine Juuji was able to prepare included octo¬ 
pus served in ribbons, whole poached sea snail, live prawns, monkfish liver and fried 
shrimp heads. Guests ordered from typical laminated paper menus with the list of 
dishes in black text (with no accompanying pictures). The names of the various dishes 
were in Japanese, with English translations. Dishes, whether hot or cold, were served 
on simple glass or ceramic plates. Despite its well-prepared authentic Japanese cuisine, 
Gen Kai was usually half-empty, even on its busiest nights. Gen Kai was open six days 
per week and was closed on Mondays and holidays. The restaurant closed its doors in 
early 2009. 

In May 2009, as he looked at the restaurant space he had just rented, Woo could 
envision a different sushi concept. 

The Sushilicious Concept 

As he embarked on his new venture, Woo asked his five-year old daughter Hannah 
for help with the concept: “If I created a sushi restaurant, what should I name it?” 
“Sushi Delicious,” Hannah replied. Woo combined both words and Sushilicious was 
created. 

Woo drew upon his experience as a promotional executive to design a restaurant con¬ 
cept that stood apart. Woo had various inspirations for the Sushilicious concept, includ¬ 
ing Walt Disney World, Apple Inc. and Nordstrom (see Exhibit 3). He wanted to attract 
a target audience aged 14 to 34 who were interested in a casual, fun and affordable din¬ 
ing experience and would pay $15 to $30 for a meal, as well as families who were looking 
for dinner in a comfortable setting. This target audience was different from that of the 
other sushi restaurants in the area, most of which were either focused on high-end sushi 
enthusiasts or customers looking for low-cost, quick service food. 

Sushilicious’s logo featured lower-case sans serif font on a backdrop of brightly- 
coloured circles. It looked like a typical logo found on the latest electronic gadgets. 
Woo opted for a modern look to the store, sketching with a palette of cool colours: 
light green glass walls, white leather match couches for seating, white laminated table 
tops and bright steel counters. Sushilicious was deliberately designed to look like the res¬ 
taurant version of an Apple Inc. retail store (see Exhibit 4). 

In the centre of the restaurant was an elongated preparation area ringed by a con¬ 
veyor belt circulating covered plates of foods from which diners could select. Called kai- 
ten, this self-service feature was usually found in lower-end sushi restaurants. Woo 
intended to elevate the concept, designing lively containers in shades of yellow, pink 
and green to hold the sushi. He developed evocative names for the dishes, including Irra¬ 
tional Exuberance, Sushicalifragilistic and United Colors of Sushi; each dish ranged from 
$1.50 to $4.00. There were 50 dining seats in total and all booths were located next to the 
conveyor belt. 
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EXHIBIT 3 Inspirations for Sushilicious 


/u/hilidou/ 

CONCEPT 



CONCEPT 



Source: Company files. 


Sushilicious had 11 full-time and 11 part-time employees. The full-time staff 
included one manager, five chefs, three waiters and waitresses, one dishwasher and 
one employee working in food preparation. Two chefs working in the middle of the 
restaurant refreshed the stock of food on the kaiten conveyor belt. Each plate of 
prepared sushi had a radio frequency identification (RFID) tag affixed to it that 
monitored how long the food had been on the belt; if more than a programmed number 
of minutes had passed, the dish was pulled off and the food discarded. If dining guests 
wished to order other items such as drinks or hot dishes, they had access to an 
application on an Apple iPod Touch that contained an electronic menu and ordering 
instructions. In addition, if customers wished to order freshly-prepared sushi or to 
make a custom order for sushi not found on the plates, the sushi chef could prepare a 
meal made to order. 
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Inside Sushilicious 



Source: Company files and www.bighdesign.com/2010/04/sushilicious-sushi-with-a-side-of-social-media/, accessed May 30, 2011. 


Instead of having limited opening hours. Woo elected to keep Sushilicious open seven 
days per week, even during most holidays. He commented on this decision: 

Traditional Japanese restaurants are usually closed between 2:30 p.m. and 5:00 
p.m. And they are shut at least one day a week, on either a Sunday or Monday. 
One of the reasons why I chose to keep Sushilicious open seven days a week was 
that our average customer bill, at $15 to $30, was lower than at other Japanese 
restaurants. Since I had a lower ring per customer, I wanted to ensure that we 
were attracting as many clients as possible. Our experience thus far is that there 
is a market for sushi in the afternoon. 


Marketing Sushilicious 

Woo began his marketing campaign for the restaurant as the construction phase began. 
He opened Twitter and Facebook accounts and started posting news about his new res¬ 
taurant. He sent messages to local food bloggers and Orange County news magazines. As 
the restaurant was built, he uploaded images of the work in progress (see Exhibit 5). 

In the midst of the development, Woo began striking up conversations with Sushilicious’s 
followers, not only describing his restaurant’s concept but also speaking about local or state 
issues and discussing related topics such as exotic food or cool design concepts. Woo was 
unconventional in how he spent his marketing funds. He provided one example: 
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Source: Company files. 


I knew that I had to reach out to potential customers but I had a tight PR [public relations] 
budget. Near the restaurant, there is a college with a four-storey tall parking structure in 
which performance artists — dancers — would hold late night practices from 10:00 p.m. 
to 3 a.m. or 4 a.m. in the morning. I found out where these dancers were practicing and 
I decided to surprise them with free pizza. I ordered 10 boxes worth and had the delivery 
driver take them to one of their practice sessions. Inside each box was a note from me and 
it said, “From your friends at Sushilicious. Enjoy.” I had thought about promoting my res¬ 
taurant through the student newspaper but it would have cost me hundreds of dollars. 
Instead, I spent $90 on pizza and I had 40 kids who were delighted by the gesture. They 
put the story on their Facebook pages, on Twitter and on other social media outlets. We 
garnered a lot of publicity from that one gesture. 

Woo discussed his reason for relying on social media to build awareness of his new 
restaurant: “I had enough money to open a restaurant but I had not budgeted for PR or 
for marketing. I was the PR, I had to do everything in-house. So, in a sense, social media 
was my only option at the start.” 

Prior to the opening of his restaurant in March 2010, Woo had nearly 1,000 followers 
on Twitter, many of whom were responding on a daily basis to his tweets about the res¬ 
taurant and life in general (see Exhibit 6). Many brands establish a social media presence 
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A Selection of Daniel Woo’s Sushilicious Tweets 


@raisamama Tell your friend I would sing Happy Birthday to him but, when I sing.... people leave the room. 

Come and watch the Giants vs Phillies at @sushilicious! Eat sushi, drink beer, watch baseball, and be merry. 

Sat Oct 16 2010 21:21:57 (Eastern Daylight Time) via web 
What did I say? Everyone un~followed me at the same time! ={ 

Come celebrate the hottest day EVAR.... with some sushi from ©sushilicious. 

@raymondpirouz sorry I missed you. I would loved to have chatted with you.l2:43 AM Sep 26th, 2010 
via Twitter for iPhone in reply to raymondpirouz 

@raymondpirouz did you stop by today?12:38 AM Sep 26th, 2010 via Twitter for iPhone in reply to raymondpirouz 
Please call 949.552.2260 for priority seating.6:19 PM Sep 24th, 2010 via web 

@dopeysang Thank you for the RT! Don’t forget the FREE sushi plate offer if you come in b4 9/26.3:05 PM Sep 22nd, 

2010 via web 

RT “@raymondpirouz: “Company owns the trademark, customers own the brand” vimeo.com/14798603 ” 

Wed Sep 15 2010 13:53:50 (Eastern Daylight Time) via Twitter for iPhone 

Yo @BigHeadAsian the bigger you get, the less I see you. Don’t forget us little peeps !Fri Sep 10 2010 17:40:52 
(Eastern Daylight Time) via web 

Don’t have plans for dinner yet? Come in for some sushi tonight! We’re open for Labor Day! Mon Sep 06 2010 
18:30:05 (Eastern Daylight Time) via CoTweet 

You’re still alive @raymondpirouz. Can’t wait til you get back! 2:27 PM Aug 31st, 2010 via web 
staceysoleil @sushilicious we are raving about how awesome your#SocialMedia strategy is.. .expect LOTS of new fans ;) 
#SMMOC // *blushing*Sat Aug 28 2010 13:05:32 (Eastern Daylight Time) via web 
you had me at sushiTue Aug 10 2010 20:31:02 (Eastern Daylight Time) via web 

@kylezimmerman Thank you for coming! Sorry I didn’t get a chance to say hi. I was a professional dishwasher 
yesterday.2:57 PM Jun 16th, 2010 via web in reply to kylezimmerman 

I can’t vote ten times for myself..... so I need your help. Sat Jun 12 2010 

21:29:19 (Eastern Daylight Time) via web 

wow... people really read my tweets... now I just have to figure out something important to say. Sun May 30 2010 
00:19:53 (Eastern Daylight Time) via web 

KELLYCHOI RT @sushilicious: If it’s your Birthday today., come in for FREE SUSHI! #fbFri May 28 2010 19:16:23 
(Eastern Daylight Time) via UberTwitterRetweeted by sushilicious and 1 other 

@ohheylinds I’ll have a nice cup of miso soup waiting for you the next time you come in. 11:42 PM May 24th, 2010 
via web in reply to Ohheylinds 

@shopeatsleep Thank you for coming.... I wanted to say hi. next time you come let me know. Sun May 23 2010 
01:41:44 (Eastern Daylight Time) via web in reply to shopeatsleep 

My followers list is like the stock market.... up then down... up and then down....10:31 PM May 18th, 2010 via web 
Wow! So many new followers.... oh wait... it’s spammers.. nevermindll:01 PM May 17th, 2010 via web 
Random Weekend Picture 10: Sat May 01 2010 03:34:29 (Eastern Daylight Time) via twitterfeed 

WARNING: if you are easily hypnotized... do not read this tweet! COME TO SUSHILICIOUS. COME TO 
SUSHILICIOUS. COME TO SUSHILICIOUS8:18 PM Apr 23rd, 2010 via web\ 

I have been lacking in my twitter skillz lately.Wed Apr 21 2010 16:12:55 (Eastern Daylight Time) via web 
Attention all @UCIrvine students!!!! @sushilicious will be giving out a THOUSAND DOLLARS of gift cards between 
12 & 3! Be sure to find us!Tue Mar 30 2010 23:29:55 (Eastern Daylight Time) via web 

We are in front of American Red Cross truck on Ring Road giving gift cards! 2:44 PM Mar 31st, 2010 via Twitter for iPhone 
Tyrant Habanero Wasabi Sticks: 2:42 AM Mar 24th, 2010 via twitterfeed 

“@ElizaMichelleHo: @sushilicious my article with sushilicious in it came out today and I heard students talking about 
sushilicious!!” Fri Jun 04 2010 20:39:49 (Eastern Daylight Time) via Twitter for iPhone 

If you work at FedEx free sushi for you today! (First 10) Come between l-3pm. Bring your appetite.9:27 AM Mar 18th, 2010 
via web 

RT @ayoodanny Hella grubbed at @sushilicious! Hella good sushi and great customer service! The owner knows what 
he’s doin.Mon Mar 15 2010 16:38:35 (Eastern Daylight Time) via web 

Chef Maekawa is in da house... Come on down for dinner... Holla! Sun Mar 14 2010 19:49:51 (Eastern Daylight 
Time) via Twitter for iPhone 

sheryllalexande ©sushilicious You ROCK Daniel! LOVE your new kaiten sushi restaurant. Writing your ■ vw.Gayot.com 
review now. Eat sushilicious, #OC!4:40 PM Mar 11th, 2010 via web in reply to sushiliciousRetweeted by sushilicious 


Source: Company files. 
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and immediately begin posting promotional messages advertising their products, services 
and prices (among other self-serving content). Woo intuitively understood how to 
engage with the community by becoming an active participant; sharing interesting stories 
and links while slowly building relationships with others in the community. Eventually, 
Woo held a soft opening of his restaurant for family and friends, followed by a public 
grand opening of the restaurant to great fanfare. 

Woo used Facebook to post updates and pictures (see Exhibit 7) and Twitter to main¬ 
tain a real-time link with Sushilicious’s followers. Many followers would make them¬ 
selves known to Woo in his restaurant, and he would reciprocate by offering them a 
free dish or acknowledging their visit via a tweet. 


Sushilicious’s Facebook Page 
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Source: Company files. 
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Sushilicious’s Facebook Page ( Continued ) 



Source: Company files. 


Sushilicious seemed to be a hit with the Orange County crowd. The restaurant was at 
capacity during the busy nights (Thursday through Saturday) and had a strong lunchtime 
crowd. Looking to draw even more customers during the slow periods, Woo often tweeted 
about specials such as “kids eat free Tuesdays,” “free sushi between 5-8 p.m. on Tuesday,” “$2 
specials” and even “Fed Ex employees eat free.” He even tweeted in advance of his arrival on a 
local college campus to hand out Sushilicious coupons. 

As part of his marketing for Sushilicious, Woo participated in promotional fea¬ 
tures on the Internet and on radio. Sushilicious was the “Deal of the Day,” an 
online promotion Woo held with the Orange County Register, a regional newspaper. 
He explained: 
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This was an online promotion that I feel generated value for Sushilicious. A lot of people 
look at “group buy deals” from the wrong perspective. It is not about whether or not you 
make money on the deal; it is clear that they are designed as loss leaders. I see it more as an 
advertising tool. With the Deal of the Day, I was getting over $17,000 worth of advertising 
for no up-front money. In fact, I got paid for the deal. We were offering “$20for $11” gift 
certificates, which allowed participants to purchase $20 worth for $11.1 earned 50 per cent 
of the revenues from the deal, or $5.50 per certificate sold. Now my food costs are 30 per 
cent of the bill, so I was able to break even on it, cost-wise. I did find, however, that most 
people using the certificates came to the restaurant on Thursdays and Fridays, which had 
an impact on my regular sales and profits. 

In the radio promotion, Woo partnered with 95.9 FISH FM, a local radio station, to 
sell gift certificates at 50 per cent off. The radio station promoted the deal with 30- 
second radio spots, each of which was estimated to reach an audience of 250,000 listen¬ 
ers. Woo repeated the promotion another three times over the next few months. Similar 
to the Deal of the Day promotion, Woo did not have to pay for the radio spots. 

Over the next 10 months, Woo averaged 800 tweets per month. As he became more 
busy with the restaurant, he started to rely on a combination of social media tools to 
help him with his Twitter updates. He was familiar with a few popular food and 
Japanese-related blogs and had subscribed to them. Using tools such as Twitter Feed, 
he set up search functions to parse selected blogs for interesting posts about sushi or 
Japanese food. Once a relevant blog post was found, Twitter Feed would send a tweet 
to alert Sushilicious’s followers. Woo also relied on CoTweet, which allowed him to 
develop content at once but space his tweets out (via a time delay). 

Some of the regular topics (tweets and retweets) that appeared on Sushilicious’ Twitter 
feed included “random picture” which, as the titled implied, featured a random picture of 
food or other items, or postings about unique Japanese foods such as “Shogoin (Red Bean) 
Yatsuhashi” or “Pringles Mayonnaise Potato.” Woo managed the direct tweets that 
reminded patrons that Sushilicious was an option for lunch or dinner and acknowledging 
visits by regular followers. He was often working in his office during his restaurant’s busiest 
times. If he saw that a customer was present and tweeting about it, he would often send an 
immediate tweet offering that customer a free dessert item. As Woo learned more about the 
benefits and drawbacks of various social media tools, he developed a comprehensive new 
media marketing strategy that was different for each tool. 

Sushilicious's New Media Marketing Strategy 

Prior to Sushilicious, Woo had no experience using social media tools. He recalled: “I 
stumbled upon social media by accident, but then started to realize what an incredible 
tool it was to promote a business.” He quickly learned that each of the tools was suited 
for a different purpose. Woo commented on various social media tools: 

Twitter 

A year before the restaurant opened, I grabbed the @sushilicious name and sat on it. In 
August 2009,1 started using Twitter to tell people about our opening in March 2010. Initially, 
I expected to connect with a younger, 14 to 21 year-old college audience. But then I realized 
that this younger audience tends to use Twitter as a way to let their network of friends know 
where they are — or what they are doing — at that very instant. Their tweets typically start 
with the words “I am. ” And their profiles are typically locked. At the same time, I noticed 
that, in Orange County, there is a group of perhaps 500 to 1,000 people whom I call 
“connectors. ” 
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They (connectors) are young professionals — realtors, lawyers, small business owners — 
aged 21 and older and they are interested in reaching out and networking with others, 
and in providing relevant information. So if one is a realtor, she might be talking about 
the housing market going up or down in the near future, for example. And when they 
tweet about something they like, I get to reach an extended audience through these 
connectors. 

I was able to become part of this network slowly. At first, I was sending tweets and 
checking my Twitter timeline, seeing who would respond. As a follow-up, I would try 
to think of relevant things to say that would form a connection with one or two of the 
responders. Sometimes, my messages were retweeted to a wider audience, piquing the 
curiosity of another few hundred people. I try to keep my tweets unisex as a way to 
reach out to as wide an audience as possible. 

To manage our Twitter account, I rely on tools such as Hootsuite, Twitter Feed, 
CoTweet and bit.ly. 1 It has been clear to me that this group of 500 people has been crucial 
to my success thus far. Without them, I could not have made it this far. For the first few 
months of my business, it was this group of500 who packed the opening, who kept coming 
back, who brought five to 10 family members or friends to the restaurant. They are my core 
group of clients even today. Every time I see someone I recognize, I go over and offer to buy 
them a small dish, a green tea ice cream or a sushi plate. I estimate that, overall, 30 per cent 
of my customers account for 70 per cent of my volume. 


Facebook 

I use my Facebook page primarily to reach out to the younger age group. The majority of 
my Facebook followers are females, aged 18-24. As you can see, I do not really post directive 
messages that say “come to Sushilicious.” Instead, I try to provide content that followers 
might find interesting. I hope they will like it and pass it on to their friends. With this youn¬ 
ger demographic, the key to success is to be intriguing or funny. For example, I might post a 
picture of sushi-shaped earrings or sushi graffiti. On Facebook, July 2010, I had 760 page 
views and 598 monthly active users. In January 2011, I had 808 visits to the site and 406 
monthly users. I try to reply to 90 per cent of the posts on my wall. We have close to 2,400 
users who “like” us and we have about 2,000 of those users in the vicinity. 


Yelp 

On Yelp, which is an online directory, for the week of September 6, 2010, Sushilicious 
was viewed a total of 15 times and users checked in 11 times. The comparative figures 
for January 31, 2011 were 236 and 20. 

Foursquare 

I have not really used Foursquare but I know who my Mayors are. Mayors are people 
who visit a locale most frequently. Once at the restaurant, the user typically presses a 
button on his or her iPhone, adding another “visit” to the tally. Visitors with the most 
visits are named “Mayors.” 


'These tools are, respectively, a social media communications dashboard, a tool that links to tweets from 
multiple Twitter accounts, a tracking and analyzing tool and a URL shortener. 
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Website 

The big reason why my website is not built up is because it is not in my budget. But many 
social media observers have written about the higher importance of tools such as Facebook 
and Twitter, versus a static website. Here is what I do instead to combine all three tools: I 
put up links to Facebook and Twitter. In fact, Facebook is really my unofficial webpage. 


YouTube 

I do not really utilize YouTube because I feel that if people can see a video of Sushili¬ 
cious and our operations, some of the “magic” of discovery will be lost. There are 
certainly many who are interested in us because of our unique name, and I want 
these curious individuals to visit us in person. 


Assessing the Strategy 

The social media marketing seemed to pay off. In June 2010, Sushilicous was voted one of 
Orange County’s best sushi restaurants by the Orange County Register. In encouraging 
followers to vote for Sushilicious, Woo jokingly tweeted: “I can’t vote ten times for myself... 
so I need your help.” Sushilicious was the feature of several blog posts by prominent bloggers. 

Thinking About the Next Step 

In February 2011, Woo looked at Sushilicious’s one-year anniversary with pride. He had 
a dedicated group of over 1,800 followers on Twitter, many of whom were regulars he 
knew by name. He was achieving 80 per cent utilization in a (comparatively speaking) 
low-rent locale, making it one of the highest turning sit-down restaurants in Irvine. 

With Sushilicious’s social media strategy, modern decor and its affordable yet high 
quality food, Woo had overcome the fact that it was located far away from local hot¬ 
spots, had no traditional marketing budget and was competing in a crowded market 
with 10 other sushi restaurants (and six new Irvine restaurants). Woo could claim that 
Sushilicious had developed its own brand, and that its brand set it apart from any other 
sushi restaurant he had ever come across. 

Woo continued to keep his restaurant open seven days per week to be accessible to 
customers. He wondered if he should franchise the concept, open another venue in 
Irvine or if he should continue to work on improving his single location. He commented 
on these options: 

The Sushilicious concept is not that expensive, as far as franchises go. Potential franchi¬ 
sees would have to pay between $300,000 to $700,000 for a restaurant, 2 and recurring 
five per cent franchise fees and two per cent marketing fees. In exchange, franchisees 
will have access to me and the Sushilicious business model, and an exclusive territory 
in which to grow. Alternatively, I could use the profits from this first restaurant and 
build my own chain of sushi restaurants, starting with the rest of California. 

Another option Woo was considering was to maintain all of his focus on his current 
restaurant. Revenues were trending at about $100,000 per month. Sushilicious’s food 
costs were about 30 per cent of revenues and staff salaries and wages varied between 
$22,000 and $25,000 per month. All other restaurant-related variable costs — rent, 
natural gas, utilities and insurance, to name a few items — were $15,000 per month. 


2 All figures have been disguised. 
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However, Sushilicious continued to have low numbers of customers on Mondays and 
Tuesdays, despite Woo’s efforts. He stated: “In the early days, it was relatively easy to 
connect to people on a personal level via Twitter or Facebook. But the busier I got, the 
more my tweets risked becoming automated or robotic.” Woo noted that on his Google 
Analytics page for the week of January 24, 2011, there were 3,764 impressions and 1,053 
actions. The comparative figures for September 8, 2010, were 4,000 impressions and 832 
actions (see Exhibit 8). 

The biggest key to social media, at least according to my experience, is that people do 
not want to be tweeted at; they want to be tweeted with. If I am following a local 
blogger after he or she has written about my restaurant, it is of no use to me to send 
him or her a “every Tuesday kids eat free” tweet. That is not really relevant. It would be 
better if I said something like, “I just read your article and I love it. I can’t wait to read 
about your next post. ” 
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I’ve suddenly made a connection with that writer and he or she will look at Sushilicious in a 
more positive light. As we grow, how do we maintain that online personal touch? And is 
there something else we can do to increase our utilization rate from 80 per cent to close to 
100 per cent? 

Woo thought about whether he should take steps to develop Sushilicious’s social 
marketing campaign (see Exhibit 9). He also wondered whether he should broaden 
Sushilicious’s entire marketing strategy to include traditional marketing; for example, 
direct mail was another opportunity Woo wanted to explore. He thought about the 
potential of sending flyers to every one of Irvine’s households. Delivering the flyer to 
doorsteps would cost Woo about $0.09 each. He was excited by the potential to take Sus¬ 
hilicious to the next level, but was unsure of which path to take. 


Website 



Source: Company files. 
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S tarbucks was the darling of Wall Street, with a strong balance sheet and double¬ 
digit growth since going public in 1992. By 2007, it had more than 15,000 
stores around the world 2 and projected that the number would eventually 
grow to 40,000 stores, half of them outside the United States. 3 But suddenly, 
performance slipped so seriously that the board ousted CEO Jim Donald and 
brought back Howard Schultz — Starbucks’ visionary leader and CEO from 1987 
to 2000 and current chairman and chief global strategist — to re-take the helm. 

Despite the furor, the company was hardly in dire financial straits. In 2007, it had reven¬ 
ues of $9.4 billion, double-digit earnings growth and 2500 new store openings. 4 But its share 
price had fallen almost 50 per cent as Wall Street became increasingly worried that the 
chain had run out of room for further U.S. expansion. In November, the company reported 
its first-ever decline in customers’ visits to U.S. stores. 5 Insiders and analysts alike ques¬ 
tioned whether the brand had been irreparably damaged by a single-minded focus on 


'This case has been written on the basis of published sources only. Consequently, the interpretation and per- 
spectives presented in this case are not necessarily those of Starbucks or any of its employees. 

2 Janet Adamy, “Schultz Takes Over To Try to Perk Up Starbucks,” Wall Street Journal, January 8, 2008, Bl. 
3 Janet Adamy, “Starbucks Sets Ambitious Goal of 40,000 Stores,” Wall Street Journal, October 6, 2006, B3. 
Jonathan Birchall and Jenny Wiggins, “The Starbucks Romantic,” Financial Times, January 12, 2008, p. 7. 
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growth and short-term profitability at the expense of the brand. It was a fear that Howard 
Schultz himself had written about as the “commoditization of the Starbucks experience.” 6 

The Beginning 7 

The Starbucks Coffee, Tea, and Spice Company was founded in Seattle in 1971 by Jerry 
Baldwin, Gordon Bowker and Zev Siegl, three guys with a passion for dark-roasted, 
European-style coffee. Coffee, they felt, was so much more than the bland beverage offered 
by Folgers and Maxwell House; coffee had rich, sensuous flavors if roasted and brewed cor¬ 
rectly. Their vision was to educate consumers about fine coffees the way a sommelier edu¬ 
cates diners about fine wines. To this end, Starbucks sold only dark-roast, whole-bean coffee 
from places like Sumatra, Kenya, Ethiopia and Costa Rica — no ground or prepared coffee. 
And it sold only manual coffee pots and equipment needed to grind and brew coffee cor¬ 
rectly at home — no electric coffeemakers that would mask the coffee’s flavor. 

The Seattleites successfully developed a devoted, local customer base, but it took 
Howard Schultz, who joined the company in 1982, to see the potential for bigger things. 
Schultz had grown up in the Bayview Projects, federally subsidized housing in Canarsie, 
Brooklyn. His father had quit school to help support the family, served in World War II 
and worked a series of blue-collar jobs. As Schultz recalls, his father “never found him¬ 
self, never had a plan for his life.” 8 One of his most vivid childhood memories was when 
his father, then a delivery truck driver, broke his foot and couldn’t work. Without health 
insurance or worker’s compensation, the family had nothing to fall back on. This child¬ 
hood event made an indelible imprint on Schultz, and he became determined to make 
something of his life. He went to Northern Michigan University on a football scholar¬ 
ship. He majored in communications, taking courses in public speaking, interpersonal 
communications and business. After a short stint in sales at Xerox, he joined Hammar- 
plast, a Swedish manufacturer of stylish kitchen equipment and housewares. By the age 
of 28, he was promoted to vice-president and general manager. 

While at Hammarplast, Schultz noticed that a Seattle retailer with only four stores was 
buying more of a particular drip coffeemaker than the department store Macy’s. Curious, 
he went to Seattle, visited the store — Starbucks — and was instantly hooked on the 
“romance” of fine coffee. The owners appreciated his conversion to the real thing, but they 
initially rejected his offer to join their crusade, perhaps worrying that his hard-hitting New 
York style was unsuited to laid-back West Coast culture and that his ideas for expansion 
were incompatible with their mission of enlightenment. It took Schultz more than a year to 
convince them, but he finally won the position of Starbucks marketing director. 


Schultz's Vision for Starbucks 

Soon after joining Starbucks, Schultz visited Milan for a trade show. There, he saw coffee 
bars packed with customers on every block. Baristas and customers were laughing and 
talking, enjoying the moment and the espresso together. As Schultz later described it, 
“It was on that day that I discovered the ritual and romance of coffee bars in Italy. 
I saw how popular they were, and how vibrant. Each one had its own unique character, 
but there was one common thread: the camaraderie between the customers, who knew 


6 Howard Schultz, “The Commoditization of the Starbucks Experience,” Internal E-mail, February 14, 2007, 

http://starbucksgossip.typepad.eom/_/2007/02/starbucks_chair_2.html , accessed December 30, 2008. 

7 Howard Schultz and Dori Jones Yang, Pour Your Heart Into It, 1997. 

8 Ibid., p. 13. 
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each other well, and the barista, who was performing with flair.... ‘This is so powerful!’ I 
thought. ‘This is the link.’ The connection to the people who love coffee did not have to 
take place only in their homes, where they ground and brewed whole-bean coffee. What 
we had to do was unlock the romance and mystery of coffee, firsthand, in coffee bars. 
The Italians understood the personal relationship that people could have to coffee, its 
social aspect. I couldn’t believe that Starbucks was in the coffee business, yet was over¬ 
looking so central an element of it.” 9 

But his bosses weren’t interested. Cash was tight. Besides, Starbucks was a retailer, not 
a restaurant or a bar; serving espresso drinks would put it in the beverage business. 
When Schultz pressured Baldwin to expand the Starbucks vision, Baldwin would argue, 
“Howard, listen to me. It’s just not the right thing to do. If we focus too much on serving 
coffee, we’ll become just another restaurant or cafeteria. It may seem reasonable, each 
step of the way, but in the end, we’ll lose our coffee roots.” 10 

Creating His Own Story 

Not willing to abandon his dream, Schultz departed Starbucks and opened II Giornale, 
Italian for daily. His plan was to re-create the Italian espresso bar experience. To his sur¬ 
prise, Starbucks was his first investor, supplying $150,000. “It isn’t a business we want to 
go into ourselves,” Baldwin explained, “but we’ll support you.” 11 It was a start, but 
Schultz needed $1.7 million: $400,000 for the initial store, to demonstrate the practical 
operation and consumer appeal of an Italian espresso bar, and $1.3 million for eight 
additional espresso bars, to show that the idea would work on a larger scale. In the first 
year, Schultz spoke to 242 potential investors; 217 said “no.” 12 Their arguments became 
all too familiar: “Coffee is a commodity.” “Coffee consumption in the U.S. has been 
trending down since the mid-1960s.” “Coffee shops are everywhere.” “Americans will 
never pay $1.50 for a cup of coffee.” Still, he persisted. 

By 1987, Schultz had acquired the seed capital and opened three espresso bars. Then, in 
an unexpected twist of fate, Starbucks’ owners decided to sell — six stores, the roasting plant 
and the name. Schultz had to go for it. He raised four million dollars, acquired Starbucks, 
adopted its name and began to expand. Fifteen new stores were opened in fiscal year 1988; 
20 in 1989; 30 in 1990; 31 in 1991; and 53 in 1992; all company-owned. 13 Schultz explained, 
“We’re so fanatical about quality control that we keep coffee in our hands every step of the 
way from raw green beans to the steaming cup. We buy and roast all our own coffee, and we 
sell it in company-owned stores.... Why? The answer can be found in the last cup of lousy 
coffee you drank. Unlike shoes, or books, or soft drinks, coffee can be ruined at any point 
from its production to consumption.... Coffee is a product so perishable that building a 
business on it is fraught with peril. The minute we hand our coffee over to someone else, 
we’re extremely vulnerable to its quality being compromised.” 14 

But Starbucks wasn’t just about the coffee. It was also about recreating the Italian coffee 
bar culture. Schultz wanted Starbucks to become the “Third Place,” the place between home 
and work where people gather, relax and interact with one another. To encourage customers 
to linger over a cup of coffee, Starbucks paid a great deal of attention to the details of the 
store — everything from the layout, to the furniture, to the music. Even more important 


9 Ibid., pp. 51-52. 
10 Ibid., p. 61. 
u Ibid., p. 66. 

12 Ibid„ p. 73. 

13 Ibid., p. 114. 
14 Ibid„ pp. 171-172. 
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were the baristas, whose ability to engage the customer was the heart of the Starbucks expe¬ 
rience. Understanding the difficulty of managing human capital, especially when two thirds 
of workers were part-time, Schultz felt he had to make employees “partners” in his vision. 
He had to infuse them with the Starbucks culture, reward them with a sense of personal 
security and give them a reason to be involved in the success of the business. 

To instill the requisite coffee knowledge in recruits, Starbucks developed a 24-hour train¬ 
ing program covering Coffee Knowledge (four hours), Brewing the Perfect Cup (four hours), 
Customer Service (four hours) and basic retail skills. To provide personal security, Schultz 
fought with his board to offer health insurance to all partners, even the part-timers. “Treat 
people like family, and they will be loyal and give their all. Stand by people, and they will 
stand by you,” he argued. The math made sense; at the time, it cost $1,500 a year to provide 
an employee with full benefits, compared with $3,000 to train a new hire. 15 

And to increase involvement in the success of the business, he offered Bean Stocks — 
a pseudo stock option plan for partners with at least six months at the store. 16 As “stock 
holders,” store partners had an incentive to participate in decision-making, to suggest 
cost-cutting measures to increase profitability and to help maintain the integrity of the 
brand. If they felt that management was straying from the Starbucks vision, they had 
the right and responsibility to call them on it. The result of these initiatives was a more 
satisfied partner base. For baristas, turnover averaged 60 to 65 per cent, compared to 150 
to 400 per cent in the average retail or fast-food chain. For store managers, turnover was 
around 25 per cent compared to 50 per cent for other retailers. 17 

Starbucks Goes Public 

With just over 100 stores in four states and Vancouver, British Columbia, Starbucks 
went public in 1992. Initially priced at $17 a share, the stock jumped to $21 at the open¬ 
ing bell. By the end of the day, the initial public offering (IPO) had raised $29 million for 
the company — $5 million more than expected — and Starbucks’ market capitalization 
stood at $273 million. 18 Being a public company took Starbucks into the big leagues; it 
made millions for the believers who invested in the company, provided critical funds for 
future expansion and helped attract talented new people. 

But Wall Street can be a fickle master. As Schultz described it, “Alongside the exhila¬ 
ration of being a public company is the humbling realization, every quarter, every 
month, and every day, that you’re a servant to the stock market.... Running a public 
company is an emotional roller coaster. In the beginning, you accept the 
congratulations as if you really deserve them. Then, when the stock price falls, you feel 
you have failed. When it bounces back, it leaves you dizzy. At some point, you have to 
divorce yourself from the stock price and just focus on running the business.” 19 

Expanding the Business Model 

To satisfy Wall Street and stave off competitive threats, Starbucks made growth its man¬ 
tra. Starbucks was in a race to establish national dominance before other emerging spe¬ 
cialty coffee bars and yet trying to fly under the radar of the “big boys” — such as 
Procter & Gamble, who had purchased Millstone Coffee, the largest whole-bean supplier 


15 Ibid„ p. 127. 
16 Ibid„ p. 134. 
17 Ibid., p. 128. 
18 Ibid„ p. 185. 
19 Ibid„ pp. 188-189. 
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to grocers. To grow and claim leadership in the category, Starbucks focused on a strategy 
of new products, a stronger connection with customers as the Third Place and expanding 
store locations in the United States and abroad. 

Developing IMew Products 

One of the first additions to the management team after the company went public was 
Howard Behar, who had 25 years of retail experience in the furniture business and in 
resort development. While many people inside Starbucks have had a lasting impact on 
its success, it was Behar who actually changed the way the company thought. Time and 
again, he argued that it wasn’t just about the coffee or about the brand, it was about the 
customer. Behar’s crusade was not always met with open minds, as Schultz recalled in 
his book, Pour Your Heart into It: 

Howard had been at Starbucks less than a month when he came to me one day and 
asked, “Have you been reading the customer comment cards?” 

“Sure, ” I said, “I read them. I read them all. ” 

“Well,” he replied, “how come you’re not responding?” 

“Responding to what?” 

“Look at all the people who want nonfat milk.” 

“Well,” I explained, “I did a formal tasting a number of times this year of lattes and 
cappuccinos made with nonfat milk and they just didn’t taste good.” 

“To whom?” Howard was clearly growing impatient with my answers. 

“To me...” 

“Well, read the customer comment cards. Our customers want nonfat milk! We should 
give it to them.” 

I answered — and Howard never lets me forget it — “We will never offer nonfat milk. 
It’s not who we are.” 20 

The nonfat milk question led to one of the biggest debates in Starbucks’ history. Coffee pur¬ 
ists were scandalized. Store managers were frustrated — how could they handle more than one 
type of milk without slowing store operations? Still Behar persisted, eventually getting Schultz 
to authorize an in-store test. The stores didn’t fall apart, customers got what they wanted and 
Starbucks stopped losing sales to more accommodating competitors. Nonfat milk was in. 

The Frappuccino story is similar. Starbucks management refused to consider a cold 
blended beverage on principle — it wasn’t a true coffee drink. This time, it was a couple 
of store managers in southern California who took the initiative after seeing their after¬ 
noon and evening customers defect to competitors who offered cooler, more refreshing 
coffee beverages. They began experimenting with different recipes and ingredients; they 
varied the blending time; they changed the ratio of ice to liquid. They tested their con¬ 
coction with customers, and again, customers approved. Corporate came around. Within 
a year of rolling out Frappuccinos nationally, store sales of Frappuccinos were $52 
million, seven per cent of total annual revenues. 21 

The success of the Frappuccino inspired more new products, many developed at local 
stores, then refined and disseminated nationally by corporate. Seasonal offerings, such as 
a strawberry and cream Frappuccino in the summer and gingerbread latte at Christmas, 


20 Ibid„ pp.166-167. 
21 Ibid„ pp. 208-209. 
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were introduced. Food items such as cookies and pastries began to make their way into 
the store. “Food is a big part of where we are going...” said Orin Smith, a member of 
Starbucks’ senior management team. “It is not going to be a lot of any one thing. It 
will be food that makes sense and complements the customers and their choice of 
beverages.” 22 Starbucks would later introduce cold sandwiches and salads for lunch as 
well as hot breakfast sandwiches. 

As the company became more comfortable in expanding beyond its traditional roots, 
it developed products with other companies — a bottled Frappuccino with Pepsi, a 
coffee-flavored ice cream with Dreyer’s and a coffee liqueur with Jim Beam. The exten¬ 
sive distribution networks of these companies afforded Starbucks access to supermarkets 
and restaurants with their broader customer base. But even in negotiations with much 
larger and more experienced partners, Starbucks took care to protect its brand. The part¬ 
nership with Pepsi — a company 100 times the size of Starbucks at the time — was a 
fifty-fifty arrangement, in which Pepsi ceded Starbucks a high degree of control over its 
brand equity and product formulas. 23 

Location, Location, Location 

At the same time, Starbucks was adding new stores at a rapid clip. Its sophisticated 
model for store expansion was based on a matrix of regional demographic profiles and 
an analysis of how best to leverage operational infrastructure. For each region, a large 
city was targeted to serve as a “hub,” where teams of professionals could be located to 
serve as support for new stores. Markets were entered with the goal of expanding out 
to 20 or more stores in the first two years. From the core, it branched out to nearby 
“spoke” markets, including smaller cities and suburban locations with demographics sim¬ 
ilar to the typical customer mix. 

Starbucks didn’t advertise when entering a new market; it didn’t have the funds. 
Instead the store devised a grassroots campaign, beginning with the selection of a highly 
visible location — such as DuPont Circle in Washington, D.C., or Astor Place in New 
York — for the flagship store. Artwork was designed to celebrate each city’s personality, 
and it was used on commuter mugs and T-shirts. In each market, Starbucks planned at 
least one big community event to celebrate its arrival, with the proceeds going to a local 
charity. Local “ambassadors” were recruited from new partners and from customers 
whose names were part of Starbucks’ database of catalog customers. They were given 
tickets to the grand-opening event and two free-drink coupons with a note asking them 
to “Share Starbucks with a Friend.” 24 

As Starbucks expanded its business, the company sometimes perplexed onlookers with 
its store placement strategy, for stores were oftentimes opened across the street from one 
another. But Starbucks had learned that nearby stores didn’t necessarily hurt one another’s 
sales and in fact could actually help. Early on, it had opened a large store 30 yards from a 
tiny but top-performing store tucked in a building that was to be closed for remodeling. 
To the company’s amazement, the two stores not only coexisted; they thrived. Dense 
store placement became the model for store location throughout the country — with simi¬ 
lar, profitable results. 25 (Coca-Cola and PepsiCo Inc. have experienced similar results in 
placing a new vending machine next to an existing one; initially, sales of the first one 
drop but rebound quickly as more customers drink more soft drinks.) 


“Sarah E. Lockyer, “Full Steam Ahead,” Nation’s Restaurant News, May 3, 2004, p. 4. 
23 Howard Schultz and Dori Jones Yang, Pour Your Heart Into It, 1997, p. 222. 

24 Ibid„ p. 255. 

25 Dina ElBoghdady, “Pouring It On,” The Washington Post, August 25, 2002, HI. 
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When Starbucks entered new markets, these store clusters acted as billboards, creating 
awareness. And as demand grew, clustered stores helped to manage store traffic, particu¬ 
larly in the crucial hours before 10 a.m. when as much as 60 per cent of a store’s sales 
occur. 26 During this period, it’s not uncommon for customers who perceive the wait 
time to be too long — due to long lines, parking difficulties or any other problem — to 
leave without their coffee. More stores meant a better chance for customers to find a 
short line or empty parking space and for Starbucks to capture the sale. 

The ubiquity of the stores also helped drive sales throughout the day. “Where a lot of 
our growth is, is driving that incremental cup that someone may not have planned to 
buy,” said Doug Satzman, a director of new store development in California. Standing 
on the corner of Mission and Fourth Streets in San Francisco — where there is a Star- 
bucks on three of the four street corners — Satzman explained: “If you’re over here 
[referring to the Metreon, an entertainment mall on his right] you are not likely to 
cross the street. If you’re in the hotel, you might be going to the right to Market Street” 
to the shopping area. 27 The people in the complex on the third corner might not bother 
to go outside at all. But with a store on each corner, it was easy to grab a cup of Star- 
bucks from any direction. 

Once the company realized that convenience drove sales, it was only a matter of time 
until the company added drive-through service. Initially targeted to parents with young 
children, the drive-through windows quickly became a hit with a broader market, resulting 
in average annual sales of around $1.3 million — compared to $1 million at stores without 
a window. 28 The downside of the drive-through locations was the cost of real estate and 
additional partners needed to operate the window. In addition, the bottlenecks in the 
drive-through could be far worse than those in the store, even though the average time 
to serve customers was about the same. “In the store, it’s an issue of queuing — someone 
can have a complex order and step aside while it’s being made,” said John Glass, an indus¬ 
try analyst with CIBC World Markets. 29 But a drive-through customer could not step 
aside, and all the cars behind that customer could do was wait. To address these problems, 
baristas’ headphones were set to “ding” when a car pulled into the drive-through chute 
and a digital timer measured service times. The stores also added order confirmation 
screens to improve order accuracy and additional pastry racks to reduce time to serve. 

To add new locations in areas otherwise inaccessible to the chain, Starbucks ventured 
into licensing. Airports were a natural venue for Starbucks, but all U.S. airport retail 
locations were run by concessionaires — in the case of food and beverages, Host Mar¬ 
riott. Licensing went against the chain’s belief that it needed to control the customer’s 
experience, but the additional exposure seemed worth the risk. Initially, the Host Mar¬ 
riott venues did not fully meet Schultz’s expectations, but the partners cooperated to 
make the relationship work. Licensing, Schultz found, was like a marriage: “Whether it 
works is a matter of whom you choose as a partner, the amount of due diligence you do 
beforehand, and how things go during the courtship. If you jump in with little prepara¬ 
tion, you risk setting yourself up for failure.” 30 

Following the success of its relationship with Host Marriott, Starbucks initiated part¬ 
nerships with retailers such as Safeway and Barnes & Noble. These licensing agreements 
created greater customer convenience in established markets, but they also gave 


26 Barbara Kiviat, “The Big Gulp at Starbucks,” Time, December 18, 2006, p. 124. 
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Starbucks a way of entering new markets when it could not afford to build company- 
owned stores. Licensees agreed to build in-store coffee bars at their own expense and to 
provide the employees who operated the counter. Starbucks trained the baristas and the 
drinks were prepared with Starbucks ingredients and recipes. In selecting licensees, Star- 
bucks carefully considered whether the image and goals of the licensee would be consis¬ 
tent with those of Starbucks. Target made the cut; Wal-Mart didn’t. 

Connecting with Customers 

To create the sense of community that is central to the Third Place, Starbucks added music, 
books and movies to its product mix. “The overall strategy is to build Starbucks into a desti¬ 
nation,” explained Kenneth Lombard, then president of Starbucks Entertainment. 31 “We 
know there are going to be endless opportunities as this strategy continues to grow, and 
we’re going to look at each and every opportunity.” 32 Added Schultz, “Starbucks isn’t an 
entertainment company. But we want to have an entertainment strategy that supports the 
foundation of the coffee experience that our customers have come to expect and enjoy.” 33 

Hear the M Music had always been a part of the Starbucks environment, with stores 
playing primarily jazz and classical instrumentals and eventually adding jazz vocals to the 
mix. Time and again, customers asked Starbucks where they could buy what they heard 
there. So when Schultz stumbled upon a music store called Hear Music in the Stanford 
Shopping Center in California, he was intrigued. At Hear Music, customers could come in, 
listen to any one of more than 150,000 titles and create a custom mixed CD complete with 
personalized title, liner notes and artwork on the disc and jacket in just five minutes. Even 
more impressive were the people, who were as knowledgeable and passionate about music as 
Schultz was about coffee. It was clear that their vision for Hear Music was similar to his 
vision for Starbucks. “When I think about the average music-shopping experience, what I 
would call the sense of romance about music is gone,” Schultz recalled. “But when I saw 
Hear Music that first time, it was clear that they had cracked the code on the sense of dis¬ 
covery that music should have.” 34 He was so impressed he bought the company. 

Soon after, Starbucks began offering compilations from Hear Music in its stores, 
launching a popular series of CDs called “Artist’s Choice.” The series included musicians 
as diverse as Yo-Yo Ma, Tony Bennett, Lucinda Williams and the Rolling Stones, all 
sharing their favorite songs. But the breakout success for Starbucks came when Hear 
Music co-produced and distributed Ray Charles’ posthumously released album Genius 
Loves Company, a collection of duets between Charles and performers such as Norah 
Jones, James Taylor and B.B. King. The CD — boosted by the biographical film Ray 
and the artist’s death — sold nearly three million copies, a quarter of those through Star- 
bucks; no new Ray Charles release had come close to that level in years. 35 To make the 
success of the store’s investment even sweeter, the CD won eight Grammy awards. 

Starbucks’ success with CDs — at a time when veteran music retailers like Tower 
Records were filing for bankruptcy — did not escape the attention of the recording 
industry. With guaranteed in-store play and a built-in distribution network of thousands of 
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33 Ibid. 

34 Alison Overholt, “Listening to Starbucks,” Fast Company, July 2004, p. 50. 
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outlets, recording companies began to compete fiercely to supply one of the handful of CDs 
sold at any given time in Starbucks stores. Heritage artists such as Carole King, James Tay¬ 
lor, Paul McCartney and Joni Mitchell signed exclusive deals for the initial distribution of 
new recordings. And Starbucks helped introduce little known groups such as the rock band 
Antigone Rising and international artists such as Italian pop singer Zucchero. Concord 
Records President Glen Barros said he turned to Starbucks for the final say on whether to 
sign a new singer: “If they’ll be our partner, we’ll do it.” Added another record-label execu¬ 
tive, Starbucks is the “new cute girl that everyone wants to take to the dance.” 36 

From offering CDs, Starbucks began to experiment with in-store personalized CDs. It 
introduced kiosks called Media Bars that let customers listen to music and create their 
own digital compilations while sitting in comfortable lounge chairs waiting for their 
latte. The bill — 99 cents a song — was paid with a Starbucks card or credit card. 37 
“Our customers respond to music,” said Anne Saunders, then senior vice-president of 
marketing. “Part of why they come is as an entertainment destination, for a respite, a 
break with friends, as a place for community gathering. The idea for the music service 
is very grounded in why people come to Starbucks.” 38 

The Readers’ Corner In an early misstep, Starbucks offered a literary magazine called 
Joe — it lasted only six months before Schultz decided, based on slow sales, that the product 
“didn’t add any value.” 39 But with its success in the music arena, Starbucks began to think 
about how it might extend its entertainment platform. The store chose Mitch Albom’s For 
One More Day as its first book. To kick off sales and spark a communitywide dialogue, 25 
Starbucks stores around the country offered discussion groups of the book, complete with 
free coffee. Publishers looked on with interest. “One of the big problems in the book indus¬ 
try is that outside of Oprah, there’s no really widely accepted authority to recommend 
books,” said Laurence Kirshbaum, founder of LJK Literary Management agency. Starbucks 
was beginning to see itself as that authority. “Customers say one of the reasons they come 
[to Starbucks] is because they can discover new things — a new coffee from Rwanda, a new 
food item. So extending that sense of discovery into entertainment is very natural for us. 
That’s all part of the Starbucks experience,” said Saunders. 40 

And On to the R In 2006, Starbucks took the leap from music into movies 

through a promotional deal with Lions Gate Entertainment for Akeelah and the Bee. The 
movie was about an 11-year-old African-American girl from south Los Angeles who 
discovered a passion for words and, with the help of her teacher, reached the National Spelling 
Bee. Because of its largely African-American cast and urban setting, Lions Gate feared that the 
movie would only appeal to a narrow audience. A connection with Starbucks would guarantee 
broader exposure as well as provide an endorsement for the movie. As Jon Feltheimer, CEO 
of Lions Gate, saw it, “[Starbucks] is a company with a pristine brand putting their 
brand on the line and saying, ‘You should go to this movie.’” 41 

Starbucks promoted the film aggressively, putting movie-related trivia games on its 
chalk boards and coffee-cup sleeves, as well as distributing the soundtrack. It held advance 
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screenings for its baristas and holders of Starbucks cards. “The baristas want to tell their 
customers about the things they get excited about, and we’re convinced this movie is going 
to be one of those things,” said Anne Saunders, who had been promoted to Starbucks’ 
senior vice-president for global brand strategy and communications. For its part, the deal 
included an undisclosed share of the movie’s box-office proceeds. It also gave Starbucks an 
opportunity to broaden the use of its in-store Wi-Fi network by running trailers for the 
movie. “We’ve known for quite some time that the Wi-Fi opportunity in our stores [is] 
the perfect place for shorts, documentaries and other things that wouldn’t be seen on the 
big screen,” Schultz said. 42 The box office receipts, however, were disappointing. 

Starbucks tried again the next year with a nature documentary, Arctic Tale, from 
Paramount Classics and National Geographic Films. The film was about a walrus pup and a 
polar bear who grew up and found their frozen environment melting beneath them. This 
time, in-store promotions were supplemented with Starbucks-hosted discussions on climate 
change. 43 “We introduced Arctic Tale to our customers because we want to spark a dialogue 
about environmental issues,” Lombard said. “The coffeehouse is a great place to inspire such 
discussion. There is no more important issue facing our planet today than climate change.” 
Starbucks’ promotion was an “avenue to get people of all ages to talk ... and hopefully be 
inspired to be a part of the solution.” 44 Box office sales for “Arctic Tale” were again disap¬ 
pointing and failed to leverage Starbucks’ “voice as a cultural arbiter.” 45 But both Paramount 
and National Geographic Films executives said they were pleased with the Starbucks effort. 
“They were great partners and awesome to work with,” said a National Geographic executive. 
“They did everything they said they would do. I’d work with them again in a heartbeat.” 46 

Global Expansion 

Starbucks began its expansion outside North America in 1995 with a partnership with 
SAZABY Inc. to open Starbucks coffeehouses in Japan. Skeptics initially doubted 
whether the Starbucks formula would play in countries that did not have a coffee culture. 
But since that time, Starbucks has invaded nearly every corner of the world — either 
through its “living-room-in-a-coffee-house” format or through its “corners” concept or 
through mini-outlets placed in airline offices, sports stadiums, airports, hotels and book¬ 
shops. By 2008, Starbucks had 4500 locations in 43 countries outside the United States. 47 
Its overseas menus were anchored by the same lattes, cappuccinos and drip coffees as in 
the United States, with some modification for local tastes. In Athens, for example, local 
patrons find a thick layer of fine residue at the bottom of their coffee, and in the United 
Kingdom, customers can have a cheese and marmite sandwich. (Marmite is a black yeast 
spread favored only by the British and a few of its former colonies.) For the most part, 
the formula has worked. Even in the United Kingdom, where high tea is sacrosanct and 
a “nice cuppa tea” is the remedy for almost anything, Starbucks was thriving. In London, 
there were more Starbucks locations than in New York City. 48 
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Overall, the expense of building stores and other infrastructure in overseas locations 
meant that Starbucks global operations were not yet a major contributor to the company’s 
bottom line. In addition, there have been challenges; the most public of these was Starbucks’ 
withdrawal from the historical grounds of the Forbidden City in China after a ground swell of 
negative public opinion developed. Starbucks also delayed its entry into India and Russia, a 
move that some have said put Starbucks at a disadvantage. Such delays gave local competitors 
time to prepare for the onslaught and move into prime locations. And real estate prices 
continued to rise while the company waited. 49 

But Starbucks executives stressed that the chain was welcomed in the overwhelming 
majority of places it opened. “What we’ve found everywhere we’ve opened is we become 
a landmark overnight,” said Martin Coles, president of Starbucks Coffee International. 
And, he continued, “We do not spend a great deal of time focusing on our 
competition.” 50 In fact, Starbucks insisted that competition brought out the best in the 
company and helped grow the overall coffee market. 


A Perfect Storm 

By 2007, Starbucks had become one of the most widely recognized and admired global 
brands. Consistent with Schultz’s memory of espresso bars on every corner in Milan and 
with his belief that a public company must grow robustly to please Wall Street, Starbucks 
seemed to be everywhere. But growth had had unintended consequences. And Starbucks 
was about to be challenged by a shifting competitive environment and a difficult economy. 

Incremental Decisions and Unintended Consequences 

From the very beginning, Starbucks had added stores at a rapid pace, so it surprised 
many analysts when the company announced in 2004 that it intended to double its 
pace of expansion. To meet this promise to Wall Street, “there was a little bit of a frenzy 
to get locations open,” recalled Matt Dougherty, a real estate broker with Nevada 
Commercial. A Florida broker who worked with Starbucks agreed, “We pumped it up, 
we accelerated, but when you do that you sacrifice real estate. There was a disconnect 
somewhere in Seattle between those decisions and what the reality was on the ground. 
The opportunity was not always there.” 51 Other analysts suggested that the company — 
swayed by the perks offered by landlords eager to bring Starbucks’ cachet to their 
neighborhoods — simply ignored its own winning store location formula. ’ 2 

The net results of expansion were a larger customer base and a changed profile for the 
“average” Starbucks customer. In 2000, about three per cent of Starbucks customers were 
between the ages of 18 and 24; 16 per cent were people of color; 78 per cent had college 
degrees, and the average annual income was $81,000. By 2005, 13 per cent of customers 
were between 18 and 24; 37 per cent were people of color; 56 per cent were college 
graduates, and the average income was $55,000. 53 

In addition, the increased accessibility of Starbucks — through store openings as well 
as licensees — had also changed consumers’ perceptions of Starbucks. The store wasn’t 
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so much a destination or the Third Place as it was an “affordable luxury” — a little treat 
to get the morning started or a pick-me-up in the afternoon. Customer behavior 
reflected this as well, with 80 per cent of orders being consumed outside the store. 54 

At the same time, the increasing number of drive-through windows and in-store food 
items took Starbucks a step closer to fast food, which led to an internal rift between 
headquarters and store personnel. Store managers without drive-through windows felt 
their sales were being cannibalized by locations offering greater access, while managers of 
drive-through locations had more difficulty in generating impulse purchases for whole- 
bean coffee, CDs and other merchandise. Baristas resented having to cross-sell food 
items, a fast-food tactic. And even customers complained that cooking odors from hot 
breakfast sandwiches changed the “Starbucks experience.” As noted by Jim Romenesko 
on Starbucks Gossip, an online Internet site not affiliated with the company, “If I go in 
there first thing in the morning, it smells like McDonald’s, not a coffee shop.” 55 

Efforts to increase operational efficiencies also affected the customer experience. To 
reduce wait time, Starbucks brought in the Verismo 801 automated espresso machines, 
which dispensed hot espresso at the touch of a button and allowed baristas to make 
drinks 40 per cent faster, but the machines were so tall that customers could no longer 
see the coffee being made or interact with the barista. The adoption of Flavorlock sealed 
bags of pre-ground coffee eliminated the step of grinding the coffee, but the stores lost 
the aroma of freshly ground coffee. And in an effort to reduce maintenance costs, stores 
were re-configured with fewer comfy chairs and less carpeting — making Starbucks a less 
inviting place in which to linger over a cup of coffee. 56 

By February 2007, Schultz was questioning whether the company was on the right 
path. The product mix — which included non-coffee drinks, food items, music, books, 
movies and even teddy bears — had expanded tremendously; locations — both 
company-owned and licensees — seemed to be everywhere. In a memo to the company’s 
top execs, Schultz wrote, “...we have had to make a series of decisions that, in retrospect, 
have led to the watering down of the Starbucks experience, and, what some might call 
the commoditization of our brand.” 57 The company, he lamented, had lost the “romance 
and theatre” of coffee-making with its meteoric expansion. 

Competitors Collide 

For years, the line between retailers of brewed coffee had been clearly defined. Starbucks, 
with its $3-plus espresso-based drinks, was in a different league from Dunkin’ Donuts 
and McDonald’s. One Starbucks marketing executive went so far as to characterize the 
competition as “selling hot, brown liquid masquerading as coffee.” 58 But by mid¬ 
decade, their parallel worlds began to collide. Starbucks, with its drive-through window, 
was beginning to look a lot more like a fast-food restaurant. Dunkin’ Donuts and McDonald’s, 
seeing the profits in specialty coffee, began their own efforts to join the high-end cof¬ 
fee market. As Jon Luther, chief executive of Dunkin’ Donuts’ parent company, the 
U.K. group Allied Domecq PLC, said, “Espresso has become mainstream in America. 
And who does mainstream better than Dunkin’ Donuts?” 59 
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Dunkin’ Donuts was the largest seller in America of regular, non-flavored, brewed 
coffee through fast food outlets. Its stores were found throughout the United States, 
with the largest concentration in the Northeast, many in blue-collar neighborhoods. 
The chain rolled out its line of espresso drinks in 2003, claiming it could deliver its Ital¬ 
ian brews “faster, cheaper, and simpler”: faster, by working with a Swiss equipment 
manufacturer to provide real espresso and fresh steamed milk in less than a minute; 
cheaper, by offering drinks at prices 20 per cent lower than Starbucks; and simpler, by 
communicating in plain English, labeling its coffee sizes as “small,” “medium” and 
“large,” rather than the “tall,” “grande” and “venti” preferred by Starbucks. In doing so, 
the chain hoped to “democratize” the espresso drink or as one billboard read: “Latte for 
Every Tom, Dick and Lucciano.” 

Not all Dunkin’ Donuts regulars were impressed. Pat Kelly, a 26-year-old Boston 
police recruit who drank Dunkin’ Donuts coffee daily, refused to try the new Dunkin’ 
products. The only guy among his buddies to try a latte “got a razzing” he said. “I’m 
not really a latte sort of guy. Those are yuppie drinks.” But some of Starbucks’ yuppies 
took notice. Kathleen Brown, a 30-year-old Boston lawyer, used to treat herself to a $4 
Starbucks Caramel Macchiato but switched to Dunkin’ Donuts. “I can order a plain 
medium caramel latte and not deal with all that fancy stuff,” she said. 60 The fact that it 
also costs less just made it that much sweeter. 

McDonald’s was slower to get into high-end specialty coffee. But this changed in 2004 
when its share of breakfast traffic slipped 1.6 per cent — in large part due to declining 
coffee sales; coffee, it seems, drives consumers’ choice of breakfast sandwiches, not the 
other way around. And McDonald’s coffee sales had dropped 36 per cent over the past 
decade, while Dunkin’ Donuts’ and Starbucks’ sales were growing. 61 

To remedy the situation, McDonald’s management moved to overhaul the stores. It 
developed a “Plan to Win,” which emphasized a shift “from growing by being bigger to 
growing by being better.” 62 The stores would be refurbished — replacing molded plastic 
booths with oversized chairs, changing to softer lighting and repainting the restaurants 
with muted tones instead of the bright colors previously used. Wireless Internet was 
added. “We began to realize that we could definitely sell coffee in this environment,” 
said Don Thompson, president of the chain’s U.S. business. 63 

In 2006, McDonald’s changed its drip coffee to a stronger blend and began marketing 
it as “premium” roast — which Consumer Reports rated “better” than Starbucks. Embol¬ 
dened, the company developed an espresso line of drinks under the name McCafe. Like 
Dunkin’ Donuts, it used a more automated process than Starbucks; instead of steaming 
milk in pitchers and then combining it with the espresso, McDonald’s used a single 
machine to make all the components of each drink. And the McDonald’s added flavors 
were limited to vanilla, caramel and mocha, significantly fewer than the thousands of 
combinations offered by Starbucks. Prices were also lower — $1.99 to $3.29 — $0.60 to 
$0.80 less than Starbucks. 64 


“ibid. 

61 Steven Gray and Deborah Ball, “McDonald’s Sees Rivals Bite Into Breakfast,” Wall Street Journal , April 8, 
2005, Bl. 

62 Neil Buckley, “McDonald’s Returns to Profit after Revamp Restaurants,” Financial Times, January 2004, 

p. 21. 

63 Janet Adamy, “McDonald’s Takes on a Weakened Starbucks,” Wall Street Journal, January 7, 2008, Al. 
64 Ibid. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 



530 Part 5: Cases 


It's the Economy! 

In 2007, the U.S. economy was hit with increasing prices. A barrel of oil almost doubled 
in price, 65 and gasoline prices climbed from around $2.00 to $3.00 a gallon. 66 Starbucks, 
like many retailers, felt consumers’ pain. “They finally got to the point where their cus¬ 
tomer base was so broad it wasn’t recession-proof,” according to Joseph Buckley of a 
major investment bank and brokerage firm. 67 And as gas prices continued to rise all 
across the United States, the $3.50 average price of a cup of Starbucks coffee now stood 
in direct competition with the less discretionary gallon of gas, a crucial comparison when 
consumers’ budgets were already pinched. 

As if that were not enough, the economy was further hit by the fallout of the sub¬ 
prime mortgage lending crisis. Because Starbucks had expanded in the South and in 
Southern California, regions hit hard by the housing crisis, many new stores performed 
below expectation. In some cases, store locations had been chosen because the popula¬ 
tion was projected to grow rapidly with new development; that development did not 
occur and so the expected sales did not materialize. 68 In other cases, the population 
was there, but sales were not. 

The Fall from Grace 

Confirmation of trouble within Starbucks came in 2007 when the company experienced 
two quarters of flat growth in same-store sales, then reported its first ever decline in the 
fourth quarter. Same-store sales — a measure of sales in locations open at least a year — 
had hovered in the mid-single-digit range all year, after years of growing at a high single¬ 
digit or double-digit rate each quarter. 69 

To beat the economic woes being touted daily in the national press, CEO Jim Donald 
reacted by tinkering with lower-priced product offerings. Starbucks began testing a $1 
coffee and free refills on traditional-brewed coffee to attract the price-conscious consu¬ 
mers amid a weak economy. At $1, Starbucks would undercut the price of competitors 
such as McDonald’s and Dunkin’ Donuts. Although most sit-down restaurants top off 
customers’ coffee free of charge, fast-food convenience restaurants have traditionally 
stayed away from the practice. 

And during the 2007 holiday season, Starbucks ran its first national television cam¬ 
paign — something that Wall Street had long advocated it was time to do. The ads 
used “animatics” — a crisper, less-cartoonish form of animation. In one TV spot, a 
bearded skier and a reindeer are stuck in a ski lift and the skier offers the reindeer a 
cup of Starbucks coffee. Ideas for future advertising efforts were decidedly more edgy. 
One proposed campaign showed Americans discussing issues of importance to them — 
such as the war in Iraq and health care or even pop culture — and depicted Starbucks as 
the “living room” of the national conversation. The images would shift from inside a 
Starbucks store to pictures of an American soldier or, on the lighter side, Britney Spears 
on the day she shaved her head. 70 


65 Weekly United States Spot Price FOB Weighted by Estimated Import Volume (Dollars per Barrel) http://tonto. 
eia.doe.gov/dnav/pet/hist/wtotusaw.htm . 

66 Gasbuddy.com, www.gasbuddy.com/gb_retail_price_chart.aspx?time=24 . 

67 Barbara Kiviat, “Wake Up and Sell the Coffee,” Time, April 7, 2008, p. 46. 

68 Brad Stone, “Lax Real Estate Decisions Hurt Starbucks,” New York Times , July 4, 2008. 

69 Janet Adamy, “Schultz Takes Over to Try to Perk Up Starbucks,” Wall Street Journal, January 8, 2008, Bl. 
70 Stephanie Kang, Janet Adamy and Suzanne Vrancia, “TV Campaign Is Culture Shift for Starbucks,” Wall 
Street Journal, November 17, 2007, At. 
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But by the end of 2007, Starbucks’ stock had lost much of its luster. In early January, 
the company’s share price was $18, down from $35 the previous year. Deciding that it 
was time to act, on January 7, 2008, the board brought back Howard Schultz as CEO. 
And Schultz came back determined to restore Starbucks’ cachet as a premier brand: “I 
came back because it’s personal; I came back because I love this company and our people 
and feel a deep sense of responsibility to 200,000 people and their families.” 71 

Investors hailed his resumption of the CEO position, hoping that, like Steve Jobs’s 
homecoming to Apple in 1997, it would portend a return to healthier days. But many 
analysts warned that investors should not expect an immediate reversal of company for¬ 
tunes. “Many [investors] don’t realize how long it can take to right the ship and how 
rocky the sailing can be during that time. Companies like Gap Inc. and Home Depot 
Inc. have spent several years trying to get back on track after losing their way.” 72 

Schultz himself recognized that it would not be a quick fix and that choices would not 
be easy. In comments to the press, he warned, “We want to have the courage to do the 
things that support the core purpose and the reason for being and not veer off and get 
caught up in chasing revenue, because long-term value for the shareholder can only be 
created if you create long-term value for the customer and your people. We have to get 
back to what we do.” 73 


71 Barbara Kiviat, “Wake Up and Sell the Coffee,” Time, April 7, 2008, p. 46. 

72 Janet Adamy, “With Starbucks, Investors Need Patience,” Wall Street Journal, February 2, 2008, Bl. 
73 Barbara Kiviat, “Wake Up and Sell the Coffee,” Time, April 7, 2008, p. 46. 
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Introduction 

In December 2010, Groupon’s 30-year-old chief executive officer (CEO), Andrew Mason, 
and his company leaders met with Google representatives to talk about the future of 
Groupon, the fast-growing online coupon company. In the two years since its launch, 
Groupon had reached 35 million users and was earning annual revenues of around $1 
billion. 2 Google was now offering to buy out Mason and his partners. It was obvious 
that Groupon had hit upon a desirable business model. Would it be better for Groupon 
to continue on its own, trying to maintain the edge it had created — possibly even going 
public — or should Mason quit while he was ahead and sell out to Google? 

What Is Groupon? 

A Groupon was an online coupon that allowed a consumer, upon subscribing to 
Groupon.com, to purchase a specific service from a local business at a discount rate of 
50 per cent to 90 per cent off the regular price. A new Groupon was sent to online sub¬ 
scribers each day; it had to be bought within the time limit specified (usually that day), 
and it had to have a minimum number of purchasers before “the deal [was] on” 3 and the 
purchase of the Groupon was truly completed (see Exhibit 1). Each deal was set up 
through Groupon with a business or organization that was tied to a particular market 


'This case has been written on the basis of published sources only. Consequently, the interpretation and per¬ 
spectives presented in this case are not necessarily those of Groupon or any of its employees. 

2 Evelyn Rush and Jenna Wortham, “Groupon Said to Reject Google’s Offer,” NY Times DealBook, December 3, 2010, 

http://dealbook.nytimes.com/2010/12/03/groupon-said-to-reject-googles-offer/ . accessed February 20, 2011. 

3 “How It Works,” v'. groupon.com, accessed February 28, 2011. 
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exhibit i Flowchart 



Source: “Frequently Asked Questions,” www.kgbdeals.com/company/faq, accessed February 6, 2011. 
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city. Subscribers signed up for their city of choice (usually the one in which they lived), 
and in turn, they received an e-mail with the Featured Deal of the Day plus a few “side 
deals” for that city; they were encouraged to share the deal with friends. Deals were per¬ 
sonalized by gender and by any other personal details that a subscriber was willing to 
provide. As the subscriber purchased deals on an ongoing basis, Groupon further per¬ 
sonalized or targeted future deals based on past purchase preferences. 

The Beginning 

In 2003, as a recent graduate of Northwestern University’s music program, Andrew Mason 
went to work for well-known Chicago entrepreneur Eric Lefkofsky at Innerworkings, 4 where 
he was employed as a self-styled web designer. In 2006, Mason left web designing to attend 
Chicago University’s Harris School of Public Policy Studies. During this timeframe, a frustrat¬ 
ing experience with his cell phone contract inspired Mason to experiment with a web-based 
platform for organizing collective action. As Mason’s former employer and mentor, Lefkofsky 
offered to bankroll the burgeoning platform project, leading Mason to quit school in order to 
focus full time on his brainchild, which, by November 2007, became known as The Point. 

The Point: Make Something Happen 

Mason wanted to use his new web-based platform to offer organizations and individuals 
a place to campaign for a cause. Through The Point, anyone could start a campaign and 
anyone could pledge support to that campaign. Individuals only tentatively joined a 
cause, and monetary pledges were not collected until the campaign’s predetermined tip¬ 
ping point — the amount of people needed to make it successful — was reached. 5 Early 
examples of successful campaigns on The Point were “Buy a Wii for The Point Office” 
(posted by Andrew Mason, who collected $350 for this campaign), “Chicago Wiffleball 
Tournament” (which raised $600), and the petition “Save your dog! Stop DC Bill 17- 
089!” in Washington, D.C. (which tipped at 75 concerned citizens). While these early 
successes made great use of Mason’s platform, they did not generate income. 

A year or so after The Point launched, Lefkofsky pushed Mason to think about how 
to make money with his concept. “ [The Point] was too abstract and complex. So we said 
let us take one application of that — group buying — and focus on that and see what 
happens. So we started [Groupon] as this side project” 6 in November 2008. The partners 
realized they had a tool that could inspire people to act. Next, they needed to identify a 
market in which getting a number of people (consumers) to act (purchase something) 
would result in income dollars for Groupon. 

Groupon Model 

Early Days of Groupon - Finding What Worked 

Until it launched in a second city in March of 2009, Groupon offered its group-coupons 
from Chicago businesses only, while it continued to tinker with its deal-offering formula. 
One key to success came from figuring out what would be a truly popular deal and who 
would be interested in buying those deals. 


4 Marcia Froelke Coburn, “On Groupon and its Founder, Andrew Mason,” Chicago Magazine , August, 2010, 

www.chicagomag.com/Chicago-Magazine/August-2010/Qn-Groupon-and-its-founder-Andrew-Mason/index. 
php?cparticle=2&siarticle=l#artanc, accessed February 12, 2011. 

5 “Campaigns,” www.thepoint.com, accessed March 9, 2011. 

6 “Andrew Mason, Interview with Charlie Rose,” Charlie Rose Show, PBS, December 9, 2010, www.charlierose. 
com/view/interview/ 11338#frame_t op, accessed February 12, 2011. 
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In a 2010 interview, 7 Andrew Mason described these early days as a time when Groupon 
“still hadn’t quite figured out our stride yet, what worked and what didn’t.” Each day was a 
first for Groupon, as it offered deals from businesses in different sectors and in turn judged 
the subscribers’ reactions. Deals for a sensory-deprivation tank session sold extremely well, 
while a bus tour of Michael Jackson’s childhood haunts in Gary, Indiana, failed to catch on. 
Mason said the deprivation tank deal helped him to recognize “the potential of Groupon to 
... help people ... have all kinds of experiences they might not otherwise have.” 8 Through 
these early endeavors, Groupon learned to offer interesting, experiential deals to its users 
and to vet businesses in each market city that could deliver these types of deals. The 
tipping-point software allowed the company to automatically measure which deals were 
most popular, and a basic feedback tool was made available for both subscribers and busi¬ 
nesses to report back on their Groupon experiences. Groupon developed into a veritable 
city guide for its users, serving as “a way for people to discover interesting, hidden gems in 
the city” 9 and encouraging them to try something fun and new at a discounted rate. 

Along with these successful sales to Groupon buyers came a flood of businesses that 
could not wait to add their names to Groupon’s stable of experience providers. In fact, 
Groupon soon boasted waiting lists that were “hundreds of businesses long” in the larger 
city markets. 10 The most typical Groupon deals came from the entertainment and res¬ 
taurant sectors. Yet, as it expanded, Groupon continued to experiment with its offerings 
and began to include deals such as a Donors Choose Groupon, where a New York phi¬ 
lanthropist donated matching funds for certificates sold at $20 for a $40 value, and a $10 
Groupon for a copy of Delivering Happiness, a book by Zappos.com CEO Tony Hsieh. 11 

Attracting both businesses and subscribers initially required a lot of footwork by the 
Groupon staff. The sales team hit the pavement to get businesses to provide coupons, 
and the initial subscriber list consisted of the e-mail addresses of Groupon workers’ 
friends and family. Early revenues plus $30 million in investment funds from ACCEL 
Partners went towards hiring a more experienced sales force that possessed a skill set in 
face-to-face selling. Meanwhile, e-mail subscriptions were increased through e-mail 
newsletters, deal sharing on social media and, finally, through the purchase of subscri¬ 
bers from other companies’ client lists at $3 per e-mail address. 12 

The Journey Towards Expansion: Groupon's Working Formula 

Once the model was set, Mason and his group used the social media infrastructure, built 
around sites like Facebook and Twitter, and an impressively skilled sales force in order to 
scale it to new cities. The sales force at Groupon, as discussed on Quora.com, numbered 
2,000 after just two short years and was described as having “a core of really good and 
street savvy salespeople.” 13 One contributor suggested that Groupon may have inherited 
its skilled sales culture by being another project funded Lefkofsky’s Lightbank VC firm. 


7 “Groupon’s CEO on Coupons and Start-Ups,” Wall Street Journal Blogs, Digits, June 9, 2010, p://blogs.wsj. 

com/digits/2010/06/09/groupons-ceo-on-online-coupons-and-start-up-success/ , accessed February 20, 2011. 
8 Ibid. 

9 Ibid. 

10 Ibid. 

“Ibid. 

12 Chris McCoy, “How Did Groupon Scale Their Sales Team So Quickly?” January 25, 2011, w 

How-did-Groupon-scale-their-sales-team-so-quickly , accessed May 11, 2011. 

13 Brian Roemmele and JeffDomoracki, “How did Groupon Build a 2,000+ Person Sales Force in Two Years?” Febru¬ 
ary 4, 2011, www.quora.com/How-did-Groupon-build-a-2-000+-person-salesforce-in-2-years, accessed May 11, 
2011. 
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Other Lightbank companies, Echo Global Logistics, MediaBank and Mason’s former 
employer, Innerworkings, were all sales-oriented. Another contributor attributed Group- 
on’s ability to bolster its sales force to generous commission compensation, which some¬ 
times hit the mid-six figures, and to a poor economy that made finding willing high 
producers much easier. 

Groupon opened in New York, its third city, in mid-2009 and became available in 70 
American cities and 80 European cities by June of 2010. The company perfected the 
model for the collective buying industry, 14 with many competitors following suit with 
their own subtle spins on deal-making and new competitors sprouting up as a result of 
Groupon’s success. By February 2011, Groupon operated in 39 countries, including the 
United States, Canada, 16 European countries, and four Asian countries, with offices in 
each city or region it served. 

Setting Up the Deal 

Discount amounts, as well as the minimum and maximum number of deals available, 
were contracted between Groupon and the business before the deal was published. At 
this time, Groupon made money by taking a 50 per cent cut of all revenues generated 
from the daily deal. 15 The day after a deal, Groupon sent a cheque to each participating 
business for the business’s cut of the money made on the daily deal. The business did not 
expend any financial resources until the Groupon was redeemed by the purchaser. 
According to research reports, 16 many analysts felt that Groupon’s take of 40 per cent 
to 50 per cent of the revenue generated by each deal was unsustainable. 17 

Once a deal had been posted, subscribers had a time period during which they could 
purchase it. If the pre-set minimum number of subscribers purchased the deal, then the 
deal became valid, purchasers’ credit cards were charged and they received their 
Groupon discount by e-mail or mobile phone application. Alternatively, for subscribers 
who purchased a deal that failed to reach the minimum, their credit cards were not 
charged, and the deal was off the table 18 (see Exhibit 1). 

In July of 2010, Groupon began to offer personalized options to its consumers. Deals 
were tailored to each subscriber based on what that user had entered into their profile 
and on what deals they had already purchased. For example, two co-workers who sub¬ 
scribed to Cleveland Groupon might each have a different main deal, but the main deal 
of one may be the side deal of the other. And, while the deals were personalized in this 
way, there was still an option for subscribers to share the deal with a friend. 


Marketing 

In addition to the basic formula above, Groupon had a unique style to its brand that helped 
sell its services to both subscribers and businesses. Groupon marketed itself mainly through its 
subscribers by encouraging them to share deals through social media, including e-mail, 


14 “Amazon Flings Money at Groupon Rival LivingSocial,” December 2, 2010, http://money.cnn.com/201Q/12/ 
02/technology/Amazon_invests_LivingSocial/index.htm , accessed February 19, 2011. 

15 “GrouponWorks For Businesses,” www.grouponworks.com/ , accessed February 26, 2011. 

16 Sandra Guy, “Groupon Poised for Growth, Possible IPO,” Chicago Sun-Times, February 22, 2011, www.sun 
times.com/business/3935658-420/groupon-poised-for-growth-possible-ipo.html , accessed February 27, 2011. 
17 Scott Austin, “Facebook, Groupon, Zynga: Off-the-chart Revenue,” WSJ Blogs, February 26, 2011, http:// 
blogs, wsj.com/venturecapital/2011/02/26/facebook-groupon-zynga-off-the-chart-revenue/?mod=google_news_ 
blog, accessed February 27, 2011. 

18 “FAQ,” www.groupon.com/faq , accessed February 26, 2011. 
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Copy from Groupon — Featured Daily Deal for Cleveland, March 25, 2011 


“Though soy sauce is commonly believed to be of Asian origin, several linguists have unearthed its true Iberian beginnings by decoding 
the hidden Spanish translation. Celebrate the intriguing international condiment with the help of today’s Groupon: for $15, you get $30 
worth of Chinese cuisine and drinks at Hunan Solon in Solon. 

The recipient of Cleveland Magazine’s 2008 Silver Spoon Award for Best Chinese, Hunan Solon’s multiple menus chronicle an 
eclectic array of traditional Chinese and pan-Asian cuisine. A vast lunch selection pits the Sino-centric Hunan chicken combo 
platter ($7) against the Southeast Asian pad Thai ($6) in a gustatory battle of poultry/noodle supremacy. 

An encyclopedic dinner menu doles out international appetizers such as the Korean-inspired beef rib strips ($7), which 
serve as a prelude to an oeuvre of entrees, including the basil chicken, sliced with a flavorful textured mix of bell peppers, 
bamboo shoots, Spanish onions, and basil ($10). The authentic Chinese menu indexes various regional dishes such as salt- 
baked pork chops ($10) and a potpourri of seafood, vegetable, and meaty hot-pot combos ($10 — $15). 

Guests can nosh on Chinese delicacies and tipple from Hunan Solon’s full bar in between vibrant jade-green wall sconces 
and Warhol-inspired canvas photographs. A five-foot-wide live lobster and Dungeness crab tank serves to show off the 
seafood goods and serves as mid-meal lecture material for adjunct marine-biology professors." 

Source: www.groupon.com , accessed March 25, 2011. 


Facebook and Twitter. 19 Groupon also rewarded its subscribers in Groupon dollars if they 
referred a non-subscriber friend to Groupon and that friend then purchased a deal. 

Groupon hired creative writers and copy editors to highlight and deliver the message 
of product uniqueness on Groupon’s website as well as in daily e-mails and advertise¬ 
ments. These writers were guided by an inch-thick manual, with the famous Chicago- 
style improvisational humor as a core element. 20 Then, they would let the Groupon 
speak for itself (see Exhibit 2). 

In 2010, Groupon opened an office in Silicon Valley and hired Mark Johnson, former 
ad executive at Netflix. The company aired its very first television advertisements in Jan¬ 
uary 2011, during Super Bowl XLV. 

Customers: Individual Subscriber Demographics 

Among Groupon’s estimated 40 million subscribers in more than 170 cities in 
North America, 21 the core demographics reflected an extremely desirable market (see 
Exhibit 3). The typical Groupon subscriber was a young, single, educated, urban 
woman, employed and with significant earning power. 

Women accounted for 77 per cent of Groupon subscribers in 2011, and more than 
two thirds of this customer segment fell between the ages of 18 and 34. 22 According to 
ComScore, a marketing research firm, women were more likely than men to visit coupon 
sites and to use coupons. Women also spent more time than men in the process of 
searching online for discounted retail offerings. 

Groupon subscribers tended to be well-educated. Elalf of Groupon’s subscribers held a 
bachelor’s degree, with an additional 30 per cent holding a graduate degree. 23 By 


19 Jere Doyle, “How Big Brands Can Harness the Group-buying Craze,” June 1, 2010, mediaconnection. 

com/content/26855.asp. accessed February 20, 2011. 

20 Marcia Froelke Coburn, “On Groupon and its founder, Andrew Mason,” Chicago Magazine, August 2010, 

www.chicagomag.com/Chicago-Magazine/August-2010/Qn-Groupon-and-its-founder-Andrew-Mason/index. 
php?cparticle=2&siarticle= 1 #artanc , accessed February 20, 2011. 

21 www.grouponworks.com/ , accessed February 28, 2011. 

22 Ibid. 

23 Ibid. 
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EXHIBIT 3 Demographic Data of Groupon’s Individual Customers (March 2011) 
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Source: All graphs in this exhibit based on data from “GrouponWorks for Businesses,” www.grouponworks.com/ , accessed February 26, 2011. 

comparison, according to the 2010 U.S. Census, only slightly more than one in four 
Americans had a bachelor’s or higher degree. 24 

The vast majority of Groupon subscribers were employed and— 75 per cent held full 
time jobs. 25 Twenty-nine per cent of Groupon subscribers had an annual income of 
more than $100,000, 26 and 69 per cent earned more than the national average income, 
i.e., slightly less than $50,000 for an American household in 2009. 27 
In a recent interview, Andrew Mason, founder of Groupon, stated, 

Part of what makes Groupon really fun for consumers is this element of discovery, finding 
new things, being surprised every morning [to find out] what the deal is. And we try to 
remain surprising and we try to do things, whether it’s the deal you’re getting or whether 


24 www.census.g(+ , accessed February 28, 2011. 

25 www.grouponworks.com/ , accessed February 28, 2011. 
26 Ibid. 

27 www. census.gov, accessed February 28, 2011. 
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it’s the way we’re writing about the deal or whether it’s the brand and the culture of the 
company, that’s constantly surprising people, because that’s kind of the spice of life. 28 

Customers: Businesses 

Typical profile — local, small to mid-sized, retail services, restaurants, health and beauty, etc. 
Groupon’s chief operating officer (COO), Rob Solomon, maintained that the real modus oper- 
andi of Groupon was to wipe out perishability for small businesses. 29 Groupon was selling these 
businesses new customers by helping them to gain exposure through daily e-mailed deals, deliv¬ 
ering Groupon customers literally to the door of each participating business. Groupons could 
drive a large number of visitors to a store location with a single event if the Groupon Deal was 
really popular. 30 For example, at Salon de la Mer in Mayfield, Ohio, the owners offered a 
Groupon for a manicure and pedicure for $25; more than 1,000 people bought that particular 
Groupon. The deal was so successful that the owners went on to offer a tanning Groupon. 31 

Mason stated, “It’s for the first time local businesses get performance-based market¬ 
ing. They only pay when these customers walk in the door. We get them in the door and 
then it’s up to them to give them an amazing experience....” He also went so far as to 
say that Groupon was the “small business savior.” 32 Others disagreed. While this model 
worked well for many customers, studies showed that up to 32 per cent of companies 
lose money on Groupon deals. 33 Small-business blog sites have told cautionary tales of 
how Groupons adversely affected business owners and have, as a result, offered guides 
on how to use Groupons effectively (or not at all). 34 

Collective Buying Industry 

Early collective buying sites such as Mercata and MobShop attempted to use collective 
buying for consumer goods, but they simply could not compete with the likes of Amazon 
in driving down prices. Their goods could be bought other places and often more 
quickly. “Mason took what he gleaned from the failed collective buying sites, switched 
the concept from goods to services and married it to the basic premise of The Point.” 35 

Thus, for a time, the collective buying industry became defined by Groupon, 36 with 
the core concepts involving the following elements: A local business offered its good or 


28 “Andrew Mason, Interview with Charlie Rose. Charlie Rose Show,” PBS, December 9, 2010, www.charlierose. 
com/view/interview/11338#frame_top, accessed February 12, 2011. 

29 Sandra Guy, “Groupon poised for growth, possible IPO,” Chicago Sun-Times, February 22, 2011, www.sun 

owth-possible-ipo.html . accessed March 6, 2011. 

30 Diana Marszalek, “Groupon: Good Relationships Spur Success,” NetNewsCheck, March 4, 2011, www.net 
newscheck.com/article/2011/03/Q4/9592/groupon-good-relationships-spur-success , accessed March 7, 2011. 
31 Personal Interview. Gabby at Salon de la Mer. Mayfield, OH, February 26, 2011. 

32 “Andrew Mason, Interview with Charlie Rose. Charlie Rose Show,” PBS, December 9, 2010, www.charlierose. 
com/view/interview/11338#frame_top, accessed February 12, 2011. 

33 Utpal M. Dholakia, “How Effective Are Groupon Promotions For Businesses?” Rice University, September 10,2010, 

www.ruf.rice.edu/~dholakia/Groupon%20Effectiveness%20Study,%20Sep%2028%202010.pdf, accessed February 5, 
2011. 

34 Goeff Williams, “How to Avoid a Groupon Disaster,” AOL Small Business Blog, December 2, 2010, http:// 
smallbusiness.aol.com/2010/12/02/how-to-avoid-a-groupon-disaster/, accessed February 19, 2011. 

35 Marcia Froelke Coburn, “On Groupon and its founder, Andrew Mason,” Chicago Magazine, August 2010, 

www.chicagomag.com/Chicago-Magazme/August-2010/Qn-Groupon-and-its-founder-Andrew-Mason/index. 
php?cparticle=2&siarticle=l#artanc, accessed February 12, 2011. 

36 Laurie Segall, “Amazon Flings Money at Groupon Rival LivingSocial,” CNNMoney, December 2, 2010, http:// 
money.cnn.com/2010/12/02/technology/Amazon_invests_LivingSocial/index.htm , accessed February 19, 2011. 
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services for a discounted rate in an attempt to attract new clients. Usually these deals 
were highly attractive to consumers in that they offered deep discounts on products or 
services that consumers might have been interested in buying or using but had not done 
so due to the cost. A website like Groupon offered or exposed the limited time deals to 
its members. The website members took advantage of the offer as well as communicated 
the offer by word of mouth to other potential like-minded consumers. 

Collective buying or group buying has shown itself to be very compelling from a mar¬ 
keting standpoint,” according to Sucharita Mulpuru, a retail analyst with Forrester 
Research. “It resonates with people and gets them to make a purchase quickly. And it’s 
a great way for businesses to drive new customer acquisition.” 37 In the case of Groupon, 
peer pressure has been a key factor in order to achieve the tipping point and ultimate 
purchase of the deal, “So if [a consumer] really wants the Groupon [then they should] 
be sure to either beg or threaten [their] friends [to sign up].” 38 

Groupon’s particular collective-buying model resembled a Dutch auction with some sig¬ 
nificant changes. A Dutch auction is described as a public auction where the price of a collec¬ 
tion of the same item is set after all the bids have been offered. The highest bid at which all the 
items in the collection can be sold will be the final bid price. (This price will not necessarily be 
the highest bid offered.) Those participants with bids matching the minimum price or higher 
will be awarded items from the collection. The allocation of the items starts with the quantity 
request of the highest bidder over the winning price and continues down until all the items 
have been allocated amongst the winners. 39 If a buyer bid $10 for a set of 10 T-shirts and the 
last accepted bid was $5, that buyer would get all 10 T-shirts but would pay $5 a shirt. 

Groupon took the Dutch auction concept and twisted it. Instead of the price going up 
with the highest bidder, the quantity of coupons being sold climbed up with each person 
wanting to take advantage of the deal. Instead of the items in the collection staying con¬ 
stant, the price stayed constant, as it was predetermined by the vendor. Lastly, instead of 
the allotment being distributed to the winning bidders based on the individual bids from 
highest to lowest, coupons were given to all bidders until either all the available coupons 
had been distributed or until the deal’s timeframe expired, whichever occurred first. 

Consumers have been warned by the Better Business Bureau to do their due diligence to 
understand the restrictions and stipulations of group-buying deals in order to avoid the 
unexpected. 40 Groupon had a section called The Fine Print listed on each deal, and potential 
purchasers were reminded to review this section to ensure that the restrictions put in place 
by the vending business would not interfere with their use of the Groupon. A review of this 
section on several deals listed restrictions such as: limit one per visit; 24-hour cancellation 
policy or fees may apply; valid only at specific locations; limit one per table; dine-in only; 
not valid at happy hour; by appointment only; not available until a certain future date; ship¬ 
ping fees not included in discount and valid at certain times during the day. 41 Groupon also 
had what could be considered an escape clause that could help a purchaser out of a situation 
where s/he felt that the deal was not good. The Groupon Promise, (see Exhibit 4) which was 
displayed on Groupon deal pages, stated, “If you ever feel like Groupon let you down, give 
us a call and we’ll return your purchase — simple as that.” 42 


37 David Gelles, “Collective buying takes off,” SLOW Movement, February 15, 2010, >://c hutzpah.typepad. 

com/slow_movement/2010/02/ft-collective-buying-takes-off.html , accessed February 20, 2011. 

38 “Groupon FAQ,” www.groupon.com/fa , accessed March 26, 2011. 

39 “Dutch Auction,” Investopia, , accessed March 26, 2011. 

40 “BBB Advice for Getting Deals on Collective Buying Sites,” Better Business Bureau, May 3, 2010, 

org/us/artiele/bbb-advice-for-getting-deals-on-eollective-buying-sites-19247 , accessed February 20, 2011. 
41 “Groupon, Various deal pages,” www.groupon.com/akron-canton/ , accessed March 26, 2011. 

42 “Groupon,” , accessed March 26, 2011. 
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EXHIBIT 4 Groupon’s Promises to Its Users 


“...you should feel comfortable venturing out and trying something new - just because it’s featured on Groupon.” 

“No BS. We really want you to love Groupon. ‘Gotchas’ and buried conditions that sour the experience are a terrible 
way to accomplish that goal. We want each Groupon purchase to feel too good to be true, from the moment you buy to 
the day you use it. If there’s anything unusual about a deal (e.g., an inconvenient location), we go out of our way to 
point it out.” 

“.If you contact us, we’ll do what it takes to make things right - and we’ll do it fast. Email us, or speak with a human 

(during normal business hours): (877) 788-7858 

Source: www.groupon.com , accessed February 20, 2011. 


Competition 

Many new companies entered the competitive landscape in order to replicate the same 
success that Groupon and Groupon’s initial competitors had enjoyed, and as a result, 
the market started to become quite crowded. Although a multitude of Groupon compe¬ 
titors emerged, many catered only to niche buying pockets, such as cosmetics or travel. 
Firms in the marketplace most similar in scope and structure to Groupon are tabulated 
in Exhibit 5. 

It is evident that many competitors’ deals were comparable to Groupon with regards to 
offer timing, the local businesses promoted, and the means through which that local business 
would reach out to a group-coupon company, such as a Groupon, in order to publicize and 
push its business into the spotlight. The largest contrast can be found in the way each compet¬ 
itor put its own spin on how daily deals became available to the people who purchased them. 

Groupon Growth 

Growth Initiatives 

Groupon acquired several clone sites such as Citydeal (May 2010) in Europe, adding 16 
countries to its roster. 43 Groupon then acquired Qpod (Japan), Darberry (Russia), 44 SoSasta 
(India), Grouper (Israel), and Twangoo (South Africa) 45 Groupon also started operations in 
Hong Kong, Taiwan, the Philippines, and Singapore in December 2010, through acquisition 
of deals sites Ubuyibuy, Beeconomic, and Atlaspost. 46 

The firm considered a joint venture to allow expansion into China, giving Groupon 
access to China’s 450 million internet subscribers. According to Bloomberg, Groupon 
had plans to have a workforce of 1,000 employees in China by summer 2011. 47 


43 “Groupon expands by acquiring Citydeal of Europe,” Chicago Tribune, May 16, 2010, http://articles.chicagotribune. 
com/2010-05-16/business/ct-biz-0517-groupon-20100516_l_samwer-brothers-expauds-acquiring , accessed February 12, 
2011. 

^“Groupon Makes Leap Into Japan and Russia With Latest Acquisitions,” http://techcrunch.com/2010/08/17/ 
groupon-manfest-destiny/, accessed March 27, 2011. 

45 Stan Schroeder, “Groupon Buys Local Competitors, Expands to South Africa, India and Israel,” http://rn.ash- 
able.com/2011/01/11/groupon-south-africa-india-israel/, accessed March 27, 2011. 

46 Adaline Lau, “Groupon Expands Asia Footprint With 3 Acquisitions,” w 

expands-asia-footprint-with-3-acquisitions , accessed March 27, 2011. 

47 Mark Lee, “Groupon Starts China Service; Tencent, Alibaba’s Jack Ma Among Investors,” Bloomberg, Febru¬ 
ary 27, 2011, www.bloomberg.eom/news/2011-02-28/groupon-starts-china-service-tencent-alibaba-s-jack-ma- 
among-investors.html, accessed March 27, 2011. 


Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s). 
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it. 

















Case 20: Groupon 543 


Competitors of Groupon 


Firm How it Works Geography Products Timing 


Living 

Social 


Buy- 

WithMe 48 


DealOn 50 


One coupon listed per day 
with discounts of up to 90 
per cent in some cases. A 
user clicks the offer to 
purchase the deal. If the 
user forwards the deal link 
to three or more other users 
(and they subsequently 
purchase the deal too), the 
deal then becomes free to 
the originating user. 


USA, Canada, UK, Includes, but not 
Ireland, Australia limited to: 

restaurants, spas, 
theaters and bars 
within a city region 


One coupon listed per day 
with discounts from 50 to 
90 per cent off. The coupon 
is active for seven days for 
the deal to gather enough 
users to become active. 
Once the deal becomes 
active, users signing up for a 
deal receive an e-voucher to 
go towards their purchase. 
If not enough people 
purchase the deal, the user, 
subsequently, is not charged 
for the deal purchase. If a 
user refers a friend, the 
referring user gets a $10 
credit on their next 
BuyWithMe purchase. 


USA — however, 
not all cities/ 
regions are 
represented 


Retail, restaurants, 
salons, recreation 
and more within a 
city region. 


A user signs up for a deal at USA 
a given sale price. As more 
users sign up for a deal 
throughout the day, the 
price is driven down, until 
midnight, when the deal 
ends. The price of the deal 
at midnight is what all users 
will pay, regardless of what 
they may have paid earlier 
in the day. 


Includes, but not 
limited to: 
restaurants, spas 
and entertainment 
venues within a 
city region 


Daily. Users can go 
directly to LivingSocial. 
com for the deal or sign 
up for the daily email 
to participate in the 
deal of the day. 


Daily. Users can go 
directly to 

BuyWithMe.com for 
the deal or sign up for 
the daily email to 
participate in the deal 
of the day. 


Daily. Users can go 
directly to DealOn.com 
for the deal or sign up 
for the daily email to 
participate in the deal 
of the day. 


Merchant 

Affiliates 

Selected by staff on the 
LivingSocial team 


A merchant goes to 
the BuyWithMe 
website to register 
their business for 
possible promotion. If 
interested, a 
BuyWithMe 
representative follows 
up with the merchant 
about a potential 
deal. 49 


A merchant goes to 
the DealOn website to 
register their business 
for possible 
promotion. If 
interested, a DealOn 
representative follows 
up with the merchant 
about a potential 
deal. 51 


(Continued) 


48 “You’ve got Questions? We have Answers,” www.buywithme.com/pages/faq, accessed February 6, 2011. 
49 “BoostYourBusiness with BuyWithMe,” www.buywithme.eom/boostyourbusiness/#, accessed February 6, 
2011 . 

50 “Frequently Asked Questions,” www.kgbdeals.com/company/faq, accessed February 6, 2011. 

51 “How DealOn Works,” www.dealon.com/featureyourbusiness/howdealonworks, accessed February 6, 2011. 
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EXHIBIT 


Home 

Run 52 


KGB 

Deals 54 


Tippr 55 56 


Competitors of Groupon (Continued) 


One coupon (50 per cent to 
90 per cent off in most 
instances) listed per day. A 
user clicks the offer to 
purchase the deal. If enough 
users purchase the deal, all 
users receive the deal. 


USA — however, 
not all cities/ 
regions are 
represented 


Includes, but not 
limited to spas, 
restaurants, event 
venues and salons 
within a city region 


Daily. Users can go 
directly to 

HomeRun.com for the 
deal or sign up for the 
daily email to 
participate in the deal 
of the day. 


Merchants register on 
HomeRun.com and 
are immediately able 
to advertise their first 
deal and have access to 
a merchant 
dashboard. 53 


Depending on availability, a 
user simply has between 
one or multiple days to 
purchase a coupon and is 
able to use the coupon 
immediately, regardless of 
how many others are 
interested in the deal. More 
often than not, deals last 
one day. 

57 A user registers for the Tippr 
daily newsletter and receives 
three deals per day by e-mail. 
Each deal (lasting 2 to 5 days) 
starts off at a certain discount 
level, but when enough people 
show interest in the deal, it hits 
the tipping point and the deal 
accelerates to an even better 
savings level for those signed 
up for the deal. Refer a friend 
to a Tippr sponsored deal and 
the friend immediately enjoys 
a $5 credit. Once the friend 
uses the $5 credit, the referring 
user receives a $5 credit. 


UK, Italy, France, 
USA — however, 
not all cities/ 
regions in the USA 
are represented 


Includes eateries, 
retail, and 
entertainment 
venues/activities 
within a city 
region. 


A select number of 
U.S. cities 


Includes, but not 
limited to salons, 
entertainment, 
retail, fitness, 
restaurants and 
bars within a city 
region 


Daily. Users receive 
deals via email. 


Daily. Users receive 
deals by e-mail. 


A merchant goes to 
the KGB Deals website 
to register their 
business for possible 
promotion. If 
interested, a KGB 
Deals representative 
follows up with the 
merchant about a 
potential deal. 

A merchant goes to 
the Tippr website to 
register their business 
for possible 
promotion. If 
interested, a Tippr 
representative follows 
up with the merchant 
about a potential 
deal. 58 


(Continued) 


52 “How HomeRun Works,” rtp://homerun.com/how-it-works, accessed February 6, 2011. 

53 “Sign up for HomeRun and Submit Your First Offer,” http://homerundelivers.com/signu; , accessed February 
6 , 2011 . 

54 “Frequently Asked Questions,” v vv.kgbdeals.com/compan , accessed February 6, 2011. 

55 “How Does Tippr Differ from Other Group Buying Sites,” http://support.tippr.com/entries/110989-how-does- 
hppr dill e r fronvother-group buyii:;.. , accessed February 6, 2011. 

56 “What is an Accelerated Deal,” http://support.tippr.com/entries/111029-what-is-an-accelerated-deal, accessed 
February 6, 2011. 

57 “What is Tippr,” http://support.tippr.com/entries/111012-what-is-tippr, accessed February 6, 2011. 

58 “Contact Us,” vvw.poweredbytippr.com/contact-us, accessed February 6, 2011. 
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EXHIBIT 5 

Competitors of Groupon (Continued) 




Twangoo ’ 9 

One coupon listed per day. 

Southeast Asia, 

Includes, but not 

Daily. Users can go 

A user or business 


A user clicks the offer to 
“purchase” the deal. If 
enough users purchase the 
deal, all users receive the 
deal. 

Australia 

limited to 
entertainment, 
retail and eating 
establishments 
within a city region 

directly to 

Twangoo.com for the 
deal or sign up for the 
daily email to participate 
in the deal of the day. 

suggests a business to 
feature. If interested, 
Twangoo works with 
the business to develop 

a deal that benefits both 
.. 60 
parties. 

Google 

Offers 61 

Currently in the testing 
phase 

Not clear 

Instantly post 
discounts and 


Interested businesses 
can fill out a contact 


other types of form 

special offers 
across Google 
properties 

Source: Created by author 


Conclusion 

Groupon had found a revolutionary niche in the coupon market. Using connections in 
social media and the Internet, Groupon had gone from a concept of collective action to 
one of the fastest growing companies in America. It succeeded by partnering with local 
small business as well as by offering deals that were convenient, consistent and valuable. 
Groupon face many obstacles ahead, with intense competition and stricter legislation. 
However, Groupon managed to capture and engage an important customer demographic 
that was sought after by many businesses. Would its seemingly winning combination 
continue to allow the business to excel and expand in this increasingly contested market 
on its own, or did Groupon need the resources and capabilities that Google could bring 
to the table? 


59 “FAQ,” , accessed February 6, 2011. 

60 “Twangoo for Businesses,” :om/hong lu>ng/en/page t 5 .twangoo lor businesses , accessed Febru¬ 

ary 6, 2011. 

61 “Thank You for Your Interest in Google Offers,” www.google.com/landing/offers/index.htm i, accessed March 
12 , 2011 . 
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APPENDIX 


Marketing Plan 
Worksheets 



These worksheets will assist you in writing a formal marketing plan. Worksheets are a 
useful planning tool because they help to ensure that important information is not omit¬ 
ted from the marketing plan. Answering the questions on these worksheets will enable 
you to: 

1. Organize and structure the data and information you collect during the situation 
analysis. 

2. Use this information to better understand a firm’s strengths and weaknesses, and to 
recognize the opportunities and threats that exist in the marketing environment. 

3. Develop goals and objectives that capitalize on strengths. 

4. Develop a marketing strategy that creates competitive advantages. 

5. Outline a plan for implementing the marketing strategy. 

These worksheets are available in electronic format on our text’s website at 

. By downloading these worksheets, you will be able to change the 
outline or add additional information that is relevant to your situation. Remember 
that there is no one best way to organize a marketing plan. We designed our outline 
to serve as a starting point and to be flexible enough to accommodate the unique char¬ 
acteristics of your situation. 

As you complete the worksheets, it might be useful to refer back to the text of the 
chapters. In completing the situation analysis section, be sure to be as comprehensive 
as possible. The viability of your SWOT analysis depends on how well you have identi¬ 
fied all of the relevant environmental issues. Likewise, as you complete the SWOT anal¬ 
ysis, you should be honest about the firm’s characteristics. Do not depend on strengths 
that the firm really does not possess. Honesty is also important for your listing of 
weaknesses. 

I. Executive Summary 

The executive summary is a synopsis of the overall marketing plan. It should 
provide an overview of the entire plan including goals/objectives, strategy elements, 
implementation issues, and expected outcomes. The executive summary should be 
the last part of the marketing plan that you write. 

II. Situation Analysis 

A. The Internal Environment (refer to Exhibit 3.3) 

Review of marketing goals and objectives 

Identify the firm’s current marketing goals and objectives. 

Explain how these goals and objectives are being achieved. 
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Explain how these goals and objectives are consistent or inconsistent with the 
firm’s mission, recent trends in the external environment, and recent trends in 
the customer environment. 

Review of current marketing strategy and performance 

Describe the firm’s current marketing strategy with respect to products, pric¬ 
ing, distribution, and promotion. Which elements of the strategy are working 
well? Which elements are not? 

Describe the firm’s current performance (sales volume, market share, profit¬ 
ability, awareness, brand preference) compared to other firms in the industry. 
Is the performance of the industry as a whole improving or declining? Why? 
If the firm’s performance is declining, what is the most likely cause (e.g., envi¬ 
ronmental changes, flawed strategy, poor implementation)? 

Review of current and anticipated organizational resources 

Describe the current state of the firm’s organizational resources (e.g., financial, 
capital, human, experience, relationships with key suppliers or customers). 
How are the levels of these resources likely to change in the future? 

If resource levels are expected to change, how can the firm leverage additional 
resources to meet customer needs better than competitors? 

If additional resources are not available, how can the firm compensate for 
future resource constraints (lack of resources)? 

Review of current and anticipated cultural and structural issues 

In terms of marketing strategy development and implementation, describe the 
positive and negative aspects of the current and anticipated culture of the 
firm. Examples could include: 

The firm’s overall customer orientation (or lack thereof) 

The firm’s emphasis on short-term versus long-term planning 
Willingness of the firm’s culture to embrace change 
Internal politics and power struggles 

The overall position and importance of the marketing function 
Changes in key executive positions 
General employee satisfaction and morale 

Explain whether the firm’s structure is supportive of the current marketing 
strategy. 

B. The Customer Environment (refer to Exhibit 3.4) 

Who are the firm’s current and potential customers? 

Describe the important identifying characteristics of the firm’s current and 
potential customers with respect to demographics, geographic location, psy¬ 
chographic profiles, values/lifestyles, and product usage characteristics (heavy 
vs. light users). 

Identify the important players in the purchase process for the firm’s products. 
These might include purchasers (actual act of purchase), users (actual product 
user), purchase influencers (influence the decision, make recommendations), 
and the bearer of financial responsibility (who pays the bill?). 

What do customers do with the firm’s products? 

How are the firm’s products connected to customer needs? What are the basic 
benefits provided by the firm’s products? 
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How are the firm’s products purchased (quantities and combinations)? Is the 
product purchased as a part of a solution or alongside complementary 
products? 

How are the firm’s products consumed or used? Are there special consump¬ 
tion situations that influence purchase behavior? 

Are there issues related to disposition of the firm’s products, such as waste 
(garbage) or recycling, which must be addressed by the firm? 

Where do customers purchase the firm’s products? 

Identify the merchants (intermediaries) where the firm’s products are pur¬ 
chased (e.g., store-based retailers, ecommerce, catalog retailers, vending, 
wholesale outlets, direct from the firm). 

Identify any trends in purchase patterns across these outlets (e.g., how has e- 
commerce changed the way the firm’s products are purchased?). 

When do customers purchase the firm’s products? 

How does purchase behavior vary based on different promotional events 
(communication and price changes) or customer services (hours of operation, 
delivery)? 

How does purchase behavior vary based on uncontrollable influences such as 
seasonal demand patterns, time-based demand patterns, physical/social sur¬ 
roundings, or competitive activities? 

Why (and how) do customers select the firm’s products? 

Describe the advantages of the firm’s products relative to competing products. 
How well do the firm’s products fulfill customers’ needs relative to competing 
products? 

Describe how issues such as brand loyalty, value, commoditization, and rela¬ 
tional exchange processes affect customers’ purchase behaviors. 

Describe how credit or financing is used in purchasing the firm’s products. 
Also, do customers seek long-term relationships with the firm, or do they 
buy in a transactional fashion (based primarily on price)? 

Why do potential customers not purchase the firm’s products? 

Identify the needs, preferences, and requirements of non-customers that are 
not being met by the firm’s products. 

What are the features, benefits, and advantages of competing products that 
cause non-customers to choose them over the firm’s products? 

Explain how the firm’s pricing, distribution, and/or promotion are out of sync 
with non-customers. Outside of the product, what causes non-customers to 
look elsewhere? 

Describe the potential for converting non-customers into customers. 

C. The External Environment (refer to Exhibit 3.5) 

Competition 

Identify the firm’s major competitors (brand, product, generic, and total 
budget). 

Identify the characteristics of the firm’s major competitors with respect to 
size, growth, profitability, target markets, products, and marketing capabilities 
(production, distribution, promotion, pricing). 
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What other major strengths and weaknesses do these competitors possess? 

List any potential future competitors not identified above. 

Economic Growth and Stability 

Identify the general economic conditions of the country, region, state, or local 
area where the firm’s target customers are located. How are these economic 
conditions related to customers’ ability to purchase the firm’s products? 

Describe the economics of the industry within which the firm operates. These 
issues might include the cost of raw materials, patents, merger/acquisition 
trends, sales trends, supply/demand issues, marketing challenges, and industry 
growth/decline. 

Political Trends 

Identify any political activities affecting the firm or the industry with respect 
to changes in elected officials (domestic or foreign), potential regulations 
favored by elected officials, industry (lobbying) groups or political action com¬ 
mittees, and consumer advocacy groups. 

What are the current and potential hot button political or policy issues at the 
national, regional, or local level that may affect the firm’s marketing activities? 

Legal and Regulatory Issues 

Identify any changes in international, federal, state, or local laws and regula¬ 
tions affecting the firm’s or industry’s marketing activities with respect to 
recent court decisions, recent rulings of federal, state, or local government 
entities, recent decisions by regulatory and self-regulatory agencies, and 
changes in global trade agreements or trade law. 

Technological Advancements 

How have recent technological advances affected the firm’s customers with 
respect to needs/wants/preferences, access to information, the timing and 
location of purchase decisions, the ability to compare competing product 
offerings, or the ability to conduct transactions more effectively and 
efficiently? 

Have customers embraced or rejected these technological advances? How is 
this issue related to customers’ concerns over privacy and security? 

How have recent technological advances affected the firm or the industry with 
respect to manufacturing, process efficiency, distribution, supply chain effec¬ 
tiveness, promotion, cost-reduction, or customer relationship management? 
What future technologies offer important opportunities for the firm? Identify 
any future technologies that may threaten the firm’s viability or its marketing 
efforts. 

Sociocultural Trends 

With respect to the firm’s target customers, identify changes in society’s 
demographics, values, and lifestyles that affect the firm or the industry. 
Explain how these changes are affecting (or may affect) the firm’s products 
(features, benefits, branding), pricing (value), distribution and supply chain 
(convenience, efficiency), promotion (message content, delivery, feedback), 
and people (human resource issues). 
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Identify the ethical and social responsibility issues that the firm or industry 
faces. How do these issues affect the firm’s customers? How are these issues 
expected to change in the future? 

III. SWOT Analysis (refer to Exhibit 4.4) 

A. Strengths 

Strength 1: 

Strength 2: 

(Repeat as needed to develop a complete list of strengths) 

How do these strengths enable the firm to meet customers’ needs? 

How do these strengths differentiate the firm from its competitors? 

B. Weaknesses 
Weakness 1: . 

Weakness 2: 

(Repeat as needed to develop a complete list of weaknesses) 

How do these weaknesses prevent the firm from meeting customers’ needs? 

How do these weaknesses negatively differentiate the firm from its 
competitors? 

C. Opportunities (external situations independent of the firm—not strategic 
options) 

Opportunity 1: 

Opportunity 2: 

(Repeat as needed to develop a complete list of opportunities) 

How are these opportunities related to serving customers’ needs? 

What is the time horizon of each opportunity? 

D. Threats (external situations independent of the firm) 

Threat 1: 

Threat 2: 

(Repeat as needed to develop a complete list of threats) 

How are these threats related to serving customers’ needs? 

What is the time horizon of each threat? 

E. The SWOT Matrix (refer to Exhibit 4.5 and Exhibit 4.6) 


Strengths: 


Opportunities: 


Weaknesses: 


Threats: 
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F. Developing Competitive Advantages (refer to Exhibit 4.7) 

Describe ways that the firm can match its strengths to its opportunities to create 
capabilities in serving customers’ needs. 

Are these capabilities and competitive advantages grounded in the basic principles 
of operational excellence, product leadership, and/or customer intimacy? If so, how 
are these capabilities and advantages made apparent to customers? 

Can the firm convert its weaknesses into strengths or its threats into opportunities? 
If not, how can the firm minimize or avoid its weaknesses and threats? 

Does the firm possess any major liabilities (unconverted weaknesses that match 
unconverted threats) or limitations (unconverted weaknesses or threats that 
match opportunities)? If so, are these liabilities and limitations apparent to 
customers? 

Can the firm do anything about its liabilities or limitations, especially those that 
impact the firm’s ability to serve customers’ needs? 

G. Developing a Strategic Focus 

What is the overall strategic focus of the marketing plan? Does the strategic focus 
follow any particular direction, such as aggressiveness, diversification, turn¬ 
around, defensiveness, or niche marketing? 

Describe the firm’s strategic focus in terms of a strategy canvas. How does the 
firm’s strategic thrust provide sufficient focus and divergence from other firms 
in the industry? 

IV. Marketing Goals and Objectives 

A. Marketing Goal A: 

(should be broad, motivational, and somewhat vague) 

Objective Al: 

(must contain a specific and measurable outcome, a time frame for completion, 
and identify the person/unit responsible for achieving the objective) 

Objective A2: 

(must contain a specific and measurable outcome, a time frame for completion, 
and identify the person/unit responsible for achieving the objective) 

B. Marketing Goal B: 

(should be broad, motivational, and somewhat vague) 

Objective Bl: 

(must contain a specific and measurable outcome, a time frame for completion, 
and identify the person/unit responsible for achieving the objective) 

Objective B2:_ 

(must contain a specific and measurable outcome, a time frame for completion, 
and identify the person/unit responsible for achieving the objective) 

(Can be repeated as needed to develop a complete list of goals and objectives. 
However, having one goal and two or three objectives is advisable to greatly 
reduce the complexity of the marketing strategy.) 
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V. Marketing Strategy 

A. Primary (and Secondary) Target Market 
Primary target market 

Identifying characteristics (demographics, geography, values, psychographics): 
Basic needs, wants, preferences, or requirements: 

Buying habits and preferences: 

Consumption/disposition characteristics: 

Secondary target market (optional) 

Identifying characteristics (demographics, geography, values, psychographics): 
Basic needs, wants, preferences, or requirements: 

Buying habits and preferences: 

Consumption/disposition characteristics: 

B. Product Strategy 

Brand name, packaging, and logo design: 

Major features and benefits: 

Differentiation/positioning strategy: 

Supplemental products (including customer service strategy): 

Connection to value (core, supplemental, experiential/symbolic attributes): 

C. Pricing Strategy 

Overall pricing strategy and pricing objectives: 

Price comparison to competition: 

Connection to differentiation/positioning strategy: 

Connection to value (monetary costs): 

Profit margin and breakeven: 

Specific pricing tactics (discounts, incentives, financing, etc.): 

D. Distribution/Supply Chain Strategy 

Overall supply chain strategy (including distribution intensity): 

Channels and intermediaries to be used: 

Connection to differentiation/positioning strategy: 

Connection to value (nonmonetary costs): 

Strategies to ensure channel support (slotting fees, guarantees, etc.): 

Tactics designed to increase time, place, and possession utility: 

E. Integrated Marketing Communication (Promotion) Strategy 

Overall IMC strategy, IMC objectives, and budget: 

Consumer promotion elements 

Advertising strategy: 

Public relations/publicity strategy: 

Personal selling strategy: 

Consumer sales promotion (pull) strategy: 

Trade (channel) promotion elements 

Advertising strategy: 

Public relations/publicity strategy: 

Personal selling strategy: 

Trade sales promotion (push) strategy: 
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VI. Marketing Implementation 

A. Structural Issues 

Describe the overall approach to implementing the marketing strategy. 

Describe any changes to the firm’s structure needed to implement the marketing 
strategy (e.g., add/delete positions, change lines of authority, change reporting 
relationships). 

Describe any necessary internal marketing activities in the following areas: 
employee training, employee buy-in and motivation to implement the marketing 
strategy, overcoming resistance to change, internal communication and 
promotion of the marketing strategy, and coordination with other functional 
areas. 

B. Tactical Marketing Activities (be very specific—this lays out the details of the 
marketing strategy and how it will be executed) 


Specific Tactical 
Activities 

Person/Department 

Responsible 

Required Budget 

Completion Date 

Product Activities 

1 . 

2. 

3. 




Pricing Activities 

1 . 

2. 

3. 




Distribution/Supply 
Chain Activities 

1 . 

2. 

3. 




IMC (Promotion) 
Activities 

1 . 

2. 

3. 





VII. Evaluation and Control (refer to Exhibit 9.5) 

A. Formal Controls 

Describe the types of input controls that must be in place before the 
marketing plan can be implemented. Examples include financial resources, 
capital expenditures, additional research and development, and additional 
human resources. 

Describe the types of process controls that will be needed during the execution 
of the marketing plan. Examples include management training, management 
commitment to the plan and to employees, revised employee evaluation/compen¬ 
sation systems, enhanced employee authority, and internal communication 
activities. 
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Describe the types of output controls that will be used to measure marketing 
performance and compare it to stated marketing objectives during and after 
the execution of the marketing plan. 

Overall performance standards (these will vary based on the goals and 
objectives of the marketing plan). Examples include dollar sales, sales vol¬ 
ume, market share, share of customer, profitability, customer satisfaction, 
customer retention, or other customer-related metrics. 

Product performance standards (these are optional and will vary based on 
the product strategy). Examples include product specifications, core prod¬ 
uct quality, supplemental product quality, experiential quality, new product 
innovation, branding, and positioning. 

Price performance standards (these are optional and will vary based on 
the pricing strategy). Examples include revenue targets, supply/demand 
balance, price elasticity, yield management, or metrics based on specific 
price adjustments. 

Distribution performance standards (these are optional and will vary 
based on the distribution strategy). Examples include distribution effective¬ 
ness/efficiency, supply chain integration, value (time, place, and possession 
utility), relationship maintenance (collaboration, conflict), outsourcing, or 
direct distribution performance. 

IMC (promotion) performance standards (these are optional and will 
vary based on the IMC strategy). Examples include communication objec¬ 
tives; brand awareness, recognition, or recall; campaign reach, frequency, 
and impressions; purchase intentions; and public relations, sales, and sales 
promotion effectiveness. 

B. Informal Controls 

Describe issues related to employee self-control that can influence the imple¬ 
mentation of the marketing strategy. Examples include employee satisfaction, 
employee commitment (to the firm and the marketing plan), and employee 
confidence in their skills. If any of these controls are lacking, how can they 
be enhanced to support the implementation of the marketing plan? 

Describe issues related to employee social control that can influence the 
implementation of the marketing strategy. Examples include shared organiza¬ 
tional values, workgroup relationships, and social or behavioral norms. If any 
of these controls are lacking, how can they be enhanced to support the imple¬ 
mentation of the marketing plan? 

Describe issues related to cultural control that can influence the implementa¬ 
tion of the marketing strategy. Examples include organizational culture and 
organizational rituals. If any of these controls are lacking, how can they be 
enhanced to support the implementation of the marketing plan? 

C. Marketing Audits (refer to Exhibit 9.6) 

Explain how marketing activities will be monitored. What are the specific 
profit- and time-based measures that will be used to monitor marketing 
activities? 

Describe the marketing audit to be performed, including the person(s) 
responsible for conducting the audit. 
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If it is determined that the marketing strategy does not meet expectations, what 
corrective actions might be taken to improve performance (overall or within any 
element of the marketing program)? 

If the marketing plan, as currently designed, shows little likelihood of meeting 
the marketing objectives, which elements of the plan should be reconsidered 
and revised? 

D. Implementation Schedule and Timeline (refer to Exhibit 9.7) 
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A 

Aapri, 483 

Abbey Belgian Style Ale, 358 
Abbey Grand Cru, 352 
Abby, 352 

ABC (American Broadcasting Company), 

4, 444, 476 

Abercrombie & Fitch (A&F), 136 

ABI/INFORM®, 70 

ACCEL Partners, 536 

Ace, 153 

Acer, 98, 332 

Adobe, 41 

Advertising Age , 465 
Adweek, 79 

Aflac Incorporated, 20-21 
Agent Orange, 340 

AIG (American International Group), 203-204 

Aim Star, 389 

Airstream, Inc., 362 

AirTran Airways, 2 

Air Wick, 205 

All-American Soap Box Derby, 412 
Allegiant Air, 94, 214 
Allied Domecq PLC, 528 
Allstate Corporation, 120, 207, 432 
Alpha, 215 

Altria Group, Inc., 103 
Amalgamated, Inc., 363, 364 
Amazon.com, Inc., 3, 5, 8-9, 11, 18, 46-47, 64, 86, 
98, 100, 102, 116, 134, 150, 150-151, 169, 178, 
203, 207, 208, 211-212, 214, 217, 292, 324, 330, 
332, 379, 452, 456, 457, 471, 476, 490 
Instant Video, 476, 478 
Kindle, 5, 46, 47, 150-151, 207, 324 
Kindle Fire, 47, 330, 332, 476 
Kindle Store, 47 


1-Click, 11 

Prime, 28, 47, 150, 292 
Prime Instant Video, 476 
Ambassador, 178 

AMD (Advanced Micro Devices, Inc.), 288 
American Airlines, Inc., 18, 32, 93-94 
American Antitrust Institute, 346 
American Banking Association, 44 
American Cancer Society (ACS), 11 
American Express Company (AmEx), 20, 73, 180 
American Girl doll, 372-373 
American Girl Place, 372 

American Idol: The Search for a Superstar, 180, 319 
American Legacy Foundation (ALF), 11 
American Marketing Association, 79, 245 
American Red Cross (ARC), 1, 11, 34 
Amway (Thailand) Co., Ltd., 386, 389 
Android, 28, 47, 121, 180, 332-333, 367, 475, 477 
Angie’s List, 156 

Anglo-Persian Oil Company, 394 
Angry Birds Lite, 41 

Anheuser-Busch Companies, Inc., 23, 157, 363, 
430, 432 

ANZ (Australia and New Zealand Banking Group 
Limited), 177 

AOL Inc. (American Online), 18, 60 
Apollo 13, 471 

Applebee’s International, Inc., 302 
Apple Inc. (Apple Computer, Inc.), 1, 2, 10, 16, 
18, 20, 23, 41, 47, 86, 89, 151, 178, 180, 201, 
203-204, 207-208, 213, 217, 241, 265, 287, 
289, 302, 327-336, 367, 471-472, 476, 478, 
501, 504 
Apple I, 328 

Apple Lisa and Cube, 328 
Apple Newton, 328 
Apple Retail Store, 201, 331 
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Apple TV, 41, 329, 476 
App Store, 10, 86, 98, 330 
iBooks, 5, 150 
iMac, 329 
iOS, 332 

iPad, 1, 41, 47, 86, 98, 150, 180, 204, 324, 328-333, 
336, 476-477 

iPhone, 1, 28, 41, 86, 121, 150, 201, 204, 207, 219, 
319, 324, 328-330, 332-335, 475-477, 512 
iPod, 5, 41, 86, 180, 222, 293, 328-330, 334-335, 
476, 505 

iTunes Music Store, 5, 23, 41, 47, 98, 201, 
328-329, 476-477 
iTunesU, 11 

MacBook, 1, 41, 207, 212-213, 239, 329 
Apple Jacks, 131 
Aquafina, 59 
Arbitron, 80 

Archway Cookie Bakery, 462 
Ariel, 153, 205 
Arista, 34 
Arizona, 205 

Arm & Hammer Baking Soda, 131 
Armor All, 131 
Art Academy”, 222 

ASI (Advertising Specialty Institute), 466-467, 
469 

Association of Southeast Asian Nations (ASEAN), 
383, 389 

AstraZeneca pic, 217 
Asus, 332 
ATI, 288-289 

Atlanta Motor Speedway, 437 
Atlantic Southeast, 94 
Atlaspost, 542 
Atra, 483-484 
Atra-Plus, 483 
AT&T, 201, 208 

Audit Bureau of Circulations, 80 

Auto Club Speedway, 445 

AutoPilot, 324 

Auto Press, 410 

Auto Shack, 207 

AutoZone, 35, 175, 207 

Avalanche, 88, 407 

Avengers, The, 180 

Avery Dennison, 101 

Avis, 214, 294 

AVON Cosmetics (Thailand) Co., Ltd., 386, 389 
AVON Products Inc., USA, 178, 386 

B 

Baidu, 208 
Ball Park, 205 
Baltimore Grand Prix, 448 
Banana Republic, 298 
Band-Aid, 208 

Bank of America, 15, 180, 203 
Barbie, 371, 372-373, 378 
Barbie.com, 379 
Bare Elegance, 483 


Barnes and Noble, Inc., 5, 47, 150-151, 175, 
211-212, 214-215, 240, 523 
Baseball Weekly, 318 
Battleground, 15 
Bayer, 206, 236 
Baymont Inns & Suites, 420 
BBMG, 248 

Beckett Ridge Innovation Center, 86 
Beeconomic, 542 
Beerdream, 362 
Beer Stream, 353 

Beijing Innovation Center (BJIC), 487 
Belgo IP A, 352 

Ben and Jerry’s, 33, 201-202, 343 

Best Buy, 15, 64, 169, 175, 178, 186, 330, 471 

Better Business Bureau (BBB), 237, 243, 541 

Better Way, 381-390 

Betty Crocker, 206 

Beyond Petroleum (BP), 203, 236, 393-402 
Alternative Energy, 396, 398 
Biofuels, 397 
Educational Service, 398 
Target Neutral, 398 
Wind Energy, 396 
Zhuhai (BPZ) PTA, 397-398 
Bic, 206, 482-483, 489 
Biere de Mars, 352 
Big Brain Academy, 222 
Bill Blass, 206 
Biota Water, 209 
BizRate.com, 10 
BlackBerry, 47, 330 
Blemish Balm (BB), 382, 384, 388 
Blockbuster, 28, 216, 471-476, 476 
Bloomberg, 542 
BluDot, 499 

Blue Paddle, 352, 358, 361 
Blue- Scope Steel, 78 
Bluetooth, 408 

BMW, 47, 86, 90, 173, 208, 214 
Boeing, 31 
Bold, 153, 205 
Bono, 20 

Books-A-Million, 214-215 
Boost Mobile, 443 
Boots, 383 
Borden, Inc., 464 
Borders, 5, 150 
Bose, 173 

Boston Beer Company, 359, 361 

Boston Brewing Company, 363, 367 

Boston piano, 200 

Bounce, 153 

Bounty, 153, 213 

Boy Scouts of America, 446 

Brain Age, 222 

Bratz, 57, 372, 378 

Braun, 483-484, 486 

Bravo’s Top Chef, 180 

Breville, 256 

Bristol Motor Speedway, 437 
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British Olympic Association, 398 

Budweiser, 157, 214 

Buick, 153, 180, 406 

Build-A-Bear Workshop, 133 

Burger King, 132, 184, 189 

Burgerville, 246 

Burlington, 32 

Busch Grand National Series, 432 

Business Ethics Magazine, 256, 358 

Business Objects, 132 

BusinessWeek, 2, 79, 86, 101, 458, 498 

Buxton Leather goods, 483 

Buy-WithMe, 543 

BYD, 86 

Corvair, 407 

Corvette, 88, 153, 407-408 

Cruze, 407, 409, 413 

Cruze Eco, 409 

Equinox, 68, 410 

Impala, 88, 407-409 

Lumina, 413 

Malibu, 407 

Meriva, 413 

Optra, 413 

Orlando, 413 

Prisma, 413 

Sail, 413 

Silverado, 291, 409-410 

c 

Cabbage Patch Kids, 371, 373-374 

Cabela’s, 178 

Cadillac, 153, 215, 406 

Calvin Klein, 206 

Cambridge Group, The, 477 

Cameron International Corp., 400-401 

Campbell Soup, 180, 205, 214 

Canon, 89, 141, 215 

Canvas Holidays, 420 

Carbon Disclosure Institute, 228 

Carbon Footprint Toolkit, 398 

Carbon Trust, 233 

Carnett’s, 15 

Carnival Cruise Lines, 157 

Car of Tomorrow, 435 

Carpet Fresh, 131 

Cars, 206, 376-377 

CarsDirect, 3, 9 

Carson Pirie Scott & Company, 463 

Cartoon Network, The, 433 
“Car Town,” 447 

Cascade, 153 

Cascade Farms, 234 

Case IH/Case Construction, 466 

Casella Wines, 66 

CBS Broadcasting Inc., 4, 180, 477 
CBSSports.com, 180 

Celestial Seasonings, 31 

Cendant Corp., 420 

Chain Store Age, 79 

Champ Car’s, 444 

Channel, 7, 384 

Chardonnay, 106 

Charles Schwab, 89 

Charlotte Street Computers, 231 

Charmin, 153, 207 

Chase for the Cup, 433 

Chateau Ste. Michelle Wine Estates, 103 

Cheer, 153, 205 

Chevrolet, 88-89, 153, 405-414, 436, 446 

Astra, 413 

Aveo, 413 

Camaro, 213, 223, 407, 408, 413 

Captiva, 413 

Cobalt, 409 

Sonic, 413 

Spark, 413 

S10, 413 

Suburban, 410 

Tahoe, 88-89, 407, 410 

Trailblazer, 410 

Traverse, 410 

Vega, 407 

Volt, 407, 411, 413-414 

Zafira, 413 

Chevrolet Detroit Belle Isle Grand Prix, 445 
Chevron, 203 

Chicago Unviersity, 535 

Chick-fil-A, 2 

Chili’s, 302 

China Construction Bank, 208 

China Mobile, 208 

China’s General Administration of Quality Super¬ 
vision and Inspection and Quarantine, 377 
Chiquita, 233 

Christel House, 424 

Chrysler, 203, 223, 265, 412, 414, 430, 436-437 

Cibc World Markets, 523 

Cie Games, 447 

Cirque du Soleil, 106 

Cisco Systems, 333 

Citigroup, Inc., 199, 203 

Citydeal, 542 

Clarity braces, 101 

Clearasil, 205 

Cleveland Groupon, 537 

Cleveland Magazine, 538 

Clinique, 173 

Clorox, 157, 180 

Club Med, 168 

CNBC, 321 

CNH, 466 

CNN, 318 

Coca-Cola Company, The, 1, 2, 59, 86, 131, 140, 
143, 164, 180, 188, 203, 207-210, 232, 264, 287, 
293, 335, 340, 432, 436, 446, 522 

Diet Coke, 68, 206 

Vanilla Coke, 154 

Zero, 68, 206 

Coinstar, 28, 475 

Colgate Palmolive, 240 

Coloradan Coors, 352 
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Colorado, 407 
Columbia, 34 

Columbia Tri-Star, 34, 473 
Comcast, 203, 237 
Comedy Central, 476 

Commodity Futures Trading Commission, 396 

Comphanhia Nacional de Acucar e Alcool, 397 

CompuServe Network, 318 

Computer Cool School, 373 

ComScore, 538 

Conrad, 154 

Consumer Financial Protection Bureau (CFPB), 
244 

Consumer Product Safety Commission, 244 

Consumer Reports, 120, 158, 333, 484, 488, 529 

Consumers International, 377 

Container Store, The, 21 

Converse, 20 

Coors, 363, 436 

Copenhagen, 103 

Costco, 175, 294-295 

cottages4you, 420 

Countrywide Financial, 235 

Cover Girl, 54, 205 

Craftsman, 204 

Craigslist, 322 

CR Brands, 223 

Crest, 143, 154 

Cricket, 483 

Crown Cork, 482 

Crown Royal, 209 

CUC International, 420 

Cuisinart, 256 

Curves, 106, 132, 504 

Cute Press, 387 

CVS, 15 

D 

Daewoo, 413 
Daisy, 483 

Dancing with the Stars, 443 
Darberry, 542 
Dasani, 59, 209 
Dawn, 153 

Dayne Printing Company, 461 

Days Inn, 419-420, 422, 427 

Daytona, 500, 12, 436-437 

Daytona International Speedway, 430, 434-435 

Daytonal Beach International Airport, 436 

DealOn, 543 

DECTRON, 425 

Deepwater Horizon, 393-402 

DeKalb, 346 

Deli Select, 209 

Dell Inc., 19, 64, 100, 133-134, 201, 228, 261, 295, 
328, 332 

Del Monte Foods, 171 
Delta Airlines, 27, 93-94, 206 
Delta Land and Pine, 346 
Deutsche Telecom, 208 
DHL, 100 


Dig, 352 
Dillard’s, 168 

Direct Selling Association, 231 

Discover Card, 190 

Discovery Channel, 4 

Discovery Toys, 178 

Dismal Scientist, 79 

Disney-ABC Television Group, 15, 476 

Ditch Witch, 466 

Diversitylnc., 426 

Dr. Pepper, 154, 180 

Dollar Shave Club, 488-490 

Domino’s Pizza, 18 

Domino Sugar, 464 

Dongxin, 377 

Do Not Call Registry, 81 

Dora the Explorer, 373 

Doritos, 319 

Dove, 54 

Dow Jones & Co Inc., 321 
Downy, 153 
Dream Hotels, 420 
DreamWorks, 446, 477 
Dreft, 153 
Dreyer’s, 522 

“Drive for Diversity” program, 436 

Dry Idea, 483 

DSi, 222 

DS Lite, 222 

DTAC, 385 

Duet, 221 

Duke University, 54 
Duncan Hines, 206 
Dunkin’ Donuts, 256, 528-530 
DuPont, 345-346, 397, 432 
Duracell, 130-131, 153-154, 205, 484 

E 

Early Light Industrial Co., 376-377 
EarthSmart®, 425 

EA SPORTS Champions of Gaming Tournament, 
485 

eBay, 3, 8, 10-11 
EBSCO, 70 

Echo Global Logistics, 537 
Econolodge, 292 

Economist Intelligence Unit, New York, 160 
Edgar Database, 79 
Edmonton Indy, 445 

Electronic Manufacturers Recycling Management 
Company, 64 

Electronic Recyclers International, 64 

Electroplankton, 222 

Element, 138 

Eli Lilly, 343 

Elmo, 373 

Elysian Brewing Company, 352 
Embassy Suites, 154 
Energizer, 484 
ENERGY STAR®, 425 
Enron, 20, 71, 234 
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Enterprise Leasing, 466 
E-ONE, 469 
Epic, 34 

Epinions.com, 10 
Equate, 15, 204 
Equinox, 407 
Era, 153 

Eraser Mate, 483 
ESPN, 4, 259, 442, 444-445 
Essex piano, 200 
Ethisphere, 426, 458 
Ethisphere Institute, 228 
EU Ecolabel, 233 
Eve of Roma, 483 
E-waste, 64 
Expedia, 4, 200 
Explore Series, 352 
Express, 407 
Express Jet, 94 

Extreme Makeover: Home Edition , 180 
Exxon, 32 

Exxon Mobil Corporation, 203 
EZ-Pass, 73 

F 

Facebook, 2, 5, 18, 23, 116-117, 207-208, 210, 229, 
236, 324, 353, 366-367, 447, 453, 455, 486-487, 
496, 501, 506-507, 509, 512-514, 536, 538 
Faded Glory, 15 
Fair Trade Certified’", 256 
Family Fun Magazine, 373 
Fam Safety 4 Just Kids, 347 
Faris by Naris, 382, 388 
Fast Company, 458 

Fat Tire Amber Ale, 351-353, 362, 364-365 
Fat Tire Brewery, 352 
Febreze, 153 

Federal Emergency Management Agency, 401 
Federal Express, 32 

Federal Trade Commission (FTC), 79, 184, 233-234, 
236, 241-242 

FedEx, 13, 109, 153-154, 156-157, 180, 208, 219, 
259, 265, 398, 442, 465, 510 
Express, 153 
Freight, 153 
Ground, 153 
SameDay*, 305 
FedWorld, 79 
Felicity, 373 
FHM, 443 
Fiat, 116 

Fidelity Investments, 465 
“Fiesta Menu,” 130 
FiOS Internet, 237 
Firefox, 218 
Firestone, 236, 446 
Firestone, 550, 445 
Fisher-Price, 371, 373 
Flavorlock, 528 
Flickr, 447 

Florida’s Natural, 210 


Florida State University, 68 
Folgers, 518 

Follett Corporation, 143 
Food Markets, 21 
Food & Wine Magazine, 180 
Ford Motor Company, 27, 47, 86, 120, 223, 
405-406, 411-414, 430, 436-437 
Escape, 68 
Focus, 409 

Model T, 405-406, 412 
Mustang, 223, 408, 412 
Forest Stewardship Council (FSC), 468, 495 
Forest Trust, 229 

Formula One, 373, 413, 433, 443, 448 
Forrester Research, 541 
Forties Field, 395 

Fortune magazine, 21, 79, 228, 256, 264, 372, 426, 
431, 458, 471 
Fosamax, 103 
Foursquare, 512 
FOX, 431, 438, 444, 476 
Foxconn, 334 

Fox Entertainment Group, 15, 476 

Franklin Computer Corporation, 333 

French’s, 205 

Fresh Rewards, 284 

Frito-Lay, 59, 143 

Frosted Flakes, 135 

Fruity Pebbles, 131, 135 

Fuji, 89 

Furniture.com, 499 
Fuzzy Vodka, 446 

G 

Gaffarine Skyline Unity Co., Ltd., 386 
Gain, 153, 205 
GameBoy, 222 
Gamecube, 222 
Gannett Co., Inc., 313-325 
Gap Inc., 20, 54, 118, 204, 234, 531 
Garmin, 156-157 
Gatorade, 59, 69 
GEICO Insurance, 178, 200 
General Electric (GE), 12, 86, 208, 264 
General Mills, 135, 206, 231, 234 
General Motors, 88, 153, 233, 272, 405-408, 
410-414, 430, 436-437 

General Motors (GM), 23, 27, 47, 103, 154, 223, 234. 

See also Chevrolet 
Gen Kai Japanese Cuisine, 502-504 
GeoVALS, 139 

GfK Mediamark Research and Intelligence, 80 
Giffarine, 386 

Gillette Safety Razor Company, 158, 432, 481-490 
Fusion, 158, 184, 481, 484-485, 489 
Fusion Power, 485, 489 
Fusion ProGlide, 485-486, 488-489 
Guard, 487 

Flair Care and Body Wash, 485 
Mach3, 481, 484, 489-490 
ProGlide, 486, 490 
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Sensor, 483-484, 486 
Team Gillette, 486 
Venus, 484, 486, 489 
Young Guns, 486 
Gillette Stadium, 185, 486 
Girogio Armani S.P.A., 20 
Glad Products Company, 209 
GladWare, 209 
GlaxoSmithKline, 227 
Glee, 476 

Global Fund to fight AIDS in Africa, 20 
Gmail, 103 
GMC, 199, 406 

GMM Grammy Music Records, 387 
Go Daddy, 443, 448 
IndyCar Challenge, 448 
Goldman Sachs, 203 
Good News!, 483-484 
Goodwill Industries, 64 
Goodyear Tire & Rubber, 241, 430 
Google, 2, 5, 6, 18, 21, 30, 47, 86, 98, 103, 116, ISO- 
151, 200, 203, 208, 230, 259, 262, 320-321, 327, 
330, 332-333, 468, 471, 477, 533 
Docs, 86, 103 
Google+, 18 
Offers, 545 
Play, 476-478 
Plus, 103 
Voice, 86, 103 

Goshen North Wind Farm, 396 

Grand Prix, 443, 445 

Great Value, 15 

Green Fuel Technolgoies, 446 

Green Mountain Coffee Roasters, Inc., 256 

Greenpeace, 342 

Green Seal, 233 

Grey’s Anatomy, 476 

Grouper, 542 

Groupon, 2, 533-545 

G-series, 69 

Guinness, 201 

H 

Habitat for Humanity, 1 

Halliburton, 399-401 

Hallmark Gold Crown Card, 178, 190 

Hammarplast, 518 

Hampton Hotels, 324 

Hampton Inn, 17, 154 

Hanes, 205 

HANS, 435 

Happy Meal, 190 

Harley Davidson, 286, 335 

Harrah’s Entertainment, 116 

Harris School of Public Policy Studies, 535 

Harry Potter, 68, 206, 372 

Harvard Business Review, 79 

Harvard Business School, 363 

Harvard University, 48 

Hasbro, 373 

HBO, 476-477 


Hear Music, 524 
Heinz, 209 
Henkel, 240 

Hershey Foods, 5, 206, 240-241 
Hertz, 214, 294 

Hewlett Packard (HP), 86, 186, 332, 334, 472 
HGTV, 4 
Highlander, 154 
Hilfiger, 204 
Hi-Liter markers, 101 
Hilton, Inc., 154, 292 
Hilton Garden Inn, 154 
Hoffman LaRoche, Inc., 466 
Home Depot Inc., 54, 107-108, 127-128, 167, 174, 
203, 233, 240, 294, 531 
Home Run, 544 
Home Shopping Network, 178 
HomeTrends, 15 

Honda, 12, 54, 138, 157, 199, 203, 212, 214-215, 
442, 446 
Accord, 69 
Acura, 180 
Civic, 120, 157 
CR-V, 68-69 

Grand Prix of St. Petersburg, 445 
Indy 200 at Mid-Ohio, 445 
Indy Grand Prix of Alabama, 445 
Indy Toronto, 445 
Pilot SUV, 69 
Honeycomb, 207 
Hoover, 70, 79 
Hoseasons, 420 
Host Marriott, 523 
Hot Wheels, 371, 373-374, 446 
Howard Johnson, 419-420, 422, 427 
H&R Block, 156 
HTC Corporation, 332-333 
Huffington Post, 321 
Hulu, 14-15, 471, 476 
Hummer, 23, 103, 154, 410, 414 
Hunan Solon, 538 
Hush Puppies, 236 
Hyatt, 292, 297 

Hyundai, 12, 86, 140, 207, 297, 409 

I 

IBM, 18, 78, 86, 202, 208, 244, 264 
iBooks Author, 47 
ICBC, 208 

IHS Screen Digest, 474 
IKEA, 167, 178, 201, 233, 493-500 
Card, 496 
Concept, 494, 496 
Group, 496-497 
of Sweden, 496 
ImClone, 20 
Inc. Magazine, 452 
Incivek, 103 

Indianapolis, 500, 442-443, 445, 447 
Indianapolis Motor Speedway, 441-442, 446-445 
“INDY-CAR 36,” 446 
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IndyCar.com, 447 
IndyCar Series, 433, 441-449 
Grand Prix of Sonoma, 445 
Nation, 447 
IndyQingdao, 600, 445 

Indy Racing League (IRL), 406, 431, 442-444, 447 
Indy Racing League and Champ Car (CART), 
441-442, 444 
InfoTrac, 70 
Ingeo, 209 

INGKA Holding B.V., 496 
Innerworkings, 535 
Instagram, 353, 367 
Institute for Brewing Studies, 358 
Institute of Medicine, 135 
Intel Corporation, 31, 86, 100, 201, 212, 288-289 
Intensive Care Vaseline, 131 
International Paper Company, 466 
International Reciprocal Trade Association, 65 
International Visual Communications Association 
(IVCA), 398 

Iowa Corn Indy, 250, 445 

Irvine Dance Academy, 504 

Irvine Kid’s Dentist, 504 

Irvine Village Shopping Center, 501, 504 

Ivey Management Services, 501, 517 

Ivey Publishing, 501, 517, 533 

iVillage, 9 

IZOD IndyCar Series, 445-447 

J 

J. Crew, 178 
Jabil Circuit, 241 
Jack Daniels, 206 
Jafra Cosmetics, 483 
Jaguar, 120, 173 
James Villa Holidays, 420 
J.C. Penney, 204-205, 215 
Jeep Compass, 68 
Jell-O, 221 

JetBlue, 2, 94, 100, 214 
Jim Beam, 206, 522 
Jimmy Dean, 205 
Joe, 525 

John Middleton, 103 

Johnson 8c Johnson, 33-34, 203, 207, 215, 239 

Josephina, 373 

JPMorgan Chase, 203 

Justice Department, 230, 240, 400 

K 

Kangaroo, 28, 475 
Kashi, 135 
Kawai, 200 

Kelley Blue Book, 410 
Kellogg Company, 131, 135, 205 
Froot Loops, 135 
Frosted Flakes, 205 
Honey Smacks, 135 
Rice Krispies, 205 
Kenmore, 214 


Keurig®, 256 
KGB Deals, 544 
Khan Academy, 11 
Kia, 120, 124, 140, 158, 207, 215, 297 
Forte, 158 
Optima, 158, 207 
Rio, 158 
Soul, 124, 158 
Kick, 352 
Kit-Kat, 229 
Kix, 131 
Kleenex, 208 

Klomar Korea Co., Ltd., 382 
Knights Inn, 420 
Kodak, 5, 89, 333 
Kohl’s, 234 

Konica Minolta, 89, 215 

Kraft Foods, 75, 131, 176, 203, 221, 247 

Kroger, 15, 28, 343, 475 

L 

LaFace, 34 
La Folie, 352, 358 
Landal Greenparks, 420 
Lands’ End, 178 
La Quinta, 214 

Las Vegas Convention and Visitors Authority, 446 

Lava Soap, 131 

Learning.com, 319 

Lee Der Industrial Co., 376-377 

L’eggs, 205 

Lehman Brothers, 235 
Lenovo, 117 

Leo Burnett Company, 31 
Lexmark, 276 
Lexus, 120, 136 
LG Electronics, 86, 89, 302 
Life, 131 

Lightbank VC firm, 536-537 

Linkedln, 18 

Lions Gate, 525 

Lips of Faith, 352 

Liquid Paper, 483 

Listerine, 207 

Little Gym, The, 132 

Little People, 373 

Littmann Stethoscopes, 101, 143 

LIVESTRONG Day, 456 

Living Social, 543 

Liz Claiborne, 205 

LJK Literary Management, 525 

Lockheed Martin, 231, 276 

Lotus, 383, 446 

Louis Vuitton, 208 

Lowe’s, 127-128, 167, 240, 294 

LSU, 68 

Lucky Charms, 135 

M 

Mac, 16 
Macondo, 399 
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Macworld Expo, 201 
Macy’s, 298, 518 
Magellan, 156 
Magnetica , 222 

Major League Baseball (MLB), 437, 486 

March Madness, 180 

Marks-A-Lot pens, 101 

Marlboro, 103, 208 

Marriot Hotels, 424 

Marvel, 180 

Mary Kay, 207 

Massachusetts Institute of Technology (MIT), 487 
MasterCard, 73, 206 
Matchbox, 371 

Mattel, Inc., 57, 371-379, 446 
Children’s Foundation, 375 
Children’s Hospital, 375-376 
Maxwell House, 131, 154, 518 
McAfee, 41 
McCafe, 263 

McDonald’s, 18-19, 23, 28, 130, 168, 173, 184, 
189-190, 199-200, 207-208, 235-236, 256, 
263, 475, 528-530 
Arch Deluxe, 18-19 
Big Mac, 184 
McNeilab, 33 
MediaBank, 537 
Media Bars, 525 
Men’s Health, 485 

Mercedes-Benz USA, 12, 21, 120, 173, 214, 293 
Merck, 103, 217 
Metreon, 523 

MGA Entertainment Inc., 57, 378 
MGM, 473, 476 
Mirage, 424 
Resorts, 446 
Michelin, 140, 207, 214 
Michigan International Speedway, 442 
Microsoft, 41, 86, 100, 121, 151, 201, 203, 207-208, 
332-333, 336, 451 

Legal and Corporate Affairs Group (LCA), 77 
Windows, 16, 121, 151, 332, 373, 477 
Xbox, 41, 162, 222, 477 
Midas, 156, 305 

Midwest Roadside Safety Facility, 435 
Miller, 206, 363, 365 

MillerCoor’s New Moon Belgian White, 359 

Millstone Coffee, 520 

Milwaukee Electric Tool Corporation, 466 

Milwaukee IndyFest, 445 

Minerals Management Service (MMS), 400 

Mingdai, 377 

Mink Difference, 483 

Minute Maid, 210 

Mircrotel Inns & Suites, 420 

Misfits, 15 

Mrs. Fields Cookies, 5 
Mr. Clean, 15, 153 
Mr. Coffee, 256 
Mistine, 381-390 
MOJO HD, 319 


Mojo Tree, 3 

Monsanto Chemical Company, 339-348 

Monster, 8 

Monte Carlo, 408 

Moody’s, 70, 79 

Motel, 6, 214, 292, 297 

Mothers Against Drunk Drivers, 11 

Motorola, 20, 47, 89, 98, 302, 443 

Motor Trend, 410 

Motrin, 34 

Mountain Dew, 188 

Movie Gallery, 216 

Mozilla, 218 

MSL Cup, 486 

MSN, 18 

MTV, 476 

My Scene, 372 

MySpace, 18, 117 

N 

Nabisco Brands, Inc., 131, 465-466 
NASA’s Mission Control Center, 412 
NASCAR (National Association for Stock Car Auto 
Racing), 185, 373, 408, 413, 429-438, 441-444, 
448-449, 486 

Budweiser Late Model Sportsman Series, 430 
Camping World Cup Series, 429, 443 
Fan Council, 438 
K&N Pro Series, 436 

Nationwide Series, 429, 432-433, 435, 443 
Nextel Cup, 431 
Sprint Cup Series, 

429-431, 433, 435-436, 438, 443-444 
Whelen All-American Series, 436 
Winston Cup, 431 

National Advertising Division (NAD), 237 
National Basketball Association (NBA), 437, 442 
National Commission, 401 
National Fish and Wildlife Foundation, 395 
National Football League (NFL), 429, 435, 437, 442, 
444, 486 

National Geographic, 319, 526 
National Guard, The, 446 
National Highway Traffic Safety Administration 
(NHTSA), 410, 435 
National Hockey League (NHL), 437 
National Quality Research Center, 22 
National SAFE KIDS Campaign, 435 
NatureWorks LLC, 209 
NBC Broadcasting Company, 4, 431, 445, 476 
NBCUniversal, 15, 228, 476-477 
NCAA, 180, 293 
NCR, 28, 476 
Neosporin, 207 
Nestle, 229 

Netflix, 5, 18, 28, 216, 471-478, 538 
Nevada Childhood Cancer Foundation, 456 
Nevada Commercial, 527 
New Belgium Brewing Company (NBB), 8, 142, 
184-185, 259, 351-359, 352, 361-368 
New England Patriots, 185, 486 
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New England Revolution, 486 
New Holland Agricultural/New Holland Construc¬ 
tion, 466 

Newman’sOwn®Organics, 256 
New Mexico University, 68 
News Corp, 203 
Newsweek, 426 

New United Motor Manufacturing, Inc., 406 

New York Medical College, 342 

New York Times, 4, 116, 314, 316, 317, 320-322, 335 

Nexus, 47, 330 

Nickelodeon, 4, 373, 476 

Nicorette, 207 

Nielson Company, The, 79, 80, 438, 477 

Night Hotels, 420-421, 427 

Nike, 18, 154, 165, 180, 199, 201, 204, 241, 287, 335 

Nikon, 89, 215 

Nintendo, 86, 221-222 

Nintendogs, 222 

Ninth U.S. Circuit Court of Appeals, 378 
Nissan, 2, 15, 47, 158, 411 
Nokia, 89, 265, 302 
Nook, 47, 150 

Nordstrom, 100, 102, 214, 261, 298, 504 
Northern Michigan University, 518 
Northwest, 27 

Northwestern University, 535 
Norton, 41 
Novation, 241 
NVIDIA, 289 
NYTimes.com, 321 

o 

Oak State Products, 462 

Occupational Safety and Health Administration 
(OSHA), 399 
O-Cel-O sponges, 101 
Odyssey, 54, 69 
Office, The, 476 
Office Depot, 175, 436 
Oldsmobile, 23, 223 
Olive Garden, 302 
OP Roy, 15, 204 

1-800-Flowers.com, 133, 283-284 

One Hundred Years of Solitude, 399 

1554, 352 

OnStar, 408 

Oracle, 132 

Oral-B, 484 

Orange County Register, 510, 513 

Orbitz, 446 

Oriental Princess, 387 

Oxford, 363 

Oxydol, 223 

Ozone Laundry system, 425 

P 

Pace, 205 
Pac-Man, 222 
Pampered Chef, 178 


Panasonic, 64 
Pandora, 353 

Papa John’s Pizza, 12, 504 
Paper Mate Pen, 482-483 
Paramount, 477, 526 
Parents Magazine, 373 
Parsons, Inc., 186 
Patagonia, 232 

Patriot American Hospitality, Inc., 420 
Patron, 207 

Peak Performance Motor Oil, 446 
Pepperidge Farm, 205 

PepsiCo., Inc., 59, 62, 68-69, 164, 188, 210, 227, 
430, 522 

Diet Pepsi, 68, 206 
Diet Pepsi Vanilla, 154 
Pfizer, 100, 207, 217 
Pharmacia Corporation, 340 
Philip Morris Capital Corporation, 103 
Philip Morris USA, 103 
Philips, 446 

Pho Coffee Factory, 504 
Pier, 1, 497 
PINK, 426 
Pinterest, 18, 117 
Pioneer, 472 
Pizza Hut, 10, 119 
Planet Hollywood, 419-420 
PlantBottle, 209 
Playdom, Inc., 5-6 
Pleasant Company, 372 
Point, The, 535, 540 
PointRoll, 318 
Polaroid, 89 
Polo, 204 

Polo Ralph Lauren, 205 
Pong, 222 

Pontiac, 27, 103, 154, 414 

Pop-Tarts, 176 

Porsche, 142 

Posilac, 342-343 

Post-It Notes, 101 

Powerade, 59, 69 

Power Wheels, 373 

Pret a Manger, 124 

Priceline.com, 3, 10 

Prince Albert, 103 

Princess Cruises, 214 

Pringles, 153, 209 

Printing Industry of Illionois, 464 

Prius, 86 

Procter & Gamble (P&G), 14, 23, 41, 62, 86, 142- 
143, 153, 157, 184, 203, 205, 223, 240, 481, 
484-487, 490, 520 

Program for the Endorsement of Forest Certification 
(PEFC), 468 
Propel, 69 
Prudential, 199 
Puffs, 153 
Pure Premium, 210 
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Q 

Qpod, 542 
Quaker, 59, 180 
Qualcomm, 228 
Quora.com, 536 
QVC, 178 

Qwikster, 474-475, 477-478 

R 

R. J. Reynolds Tobacco Company, 430-432 
Radio Shack, 207 

Rainforest Alliance, 233 

Ralph Lauren, 206 

Ramada, 419-420 

Ranger IPA, 352, 366 

Ranger Team, 362, 365 

Ray-Ban, 142 

RazWar.com, 490 

RCI, 420 

Realtor.com, 12 

Reckitt Benckiser, 205 

Recreation Equipment, Inc. (REI), 233 

Redbox, 28, 216, 223, 471, 475-476, 478 

Red brand, 20 

Red Cross, 231 

Red Lobster, 302 

Redox Brands, 223 

Reebok, 184, 241 

Regions Financial Corporation, 287-288 
Registry Collections, The, 420 
Research and Design Center, 435 
Research in Motion (RIM), 86, 98, 302 
Reuters, 321 
Reviewed.com, 319 

Richard Ivey School of Business, 501, 517, 533 
Richard Ivey School of Business Foundation, 501 
Ridgeline Energy, LLC., 69, 396 
Ritz-Carlton Hotels, 100, 102, 167, 214, 261, 266, 
293 

Rock-a-Stack, 373 

Rocky Mountain National Park, 354 

Roku, 476 

Rolex, 293 

Rolling Stone, 366 

Roundup, 340, 342-344, 347-348 

Royal Caribbean, 265-266 

RSA, 364 

RS Entertainment, 384 
Rubbermaid, 127-128 
Ruth’s Chris Steak House, 12, 293, 304 

s 

S. T. Dupont, 483 
Saab, 103, 414 
SABMiller, 77-78, 103 
Safeway, 523 

St. John’s Bay, 205 
Saks, 298 

Salah Gas Field, 397 

Sales and Marketing Executives, 79 

Salesforce.com, 187, 228 


Salon de la Mer, 540 

Sam Adams, 361, 363, 367 

Sam’s Choice, 15, 204 

Sam’s Club, 172, 176, 294-295 

Samsung, 86, 89, 98, 203, 207, 265, 302, 332-333 

Sandals, 168 

Sanka, 131 

Santa Fe, 32 

Sao Paulo Indy, 300, 445 
SAP, 132, 208 
Sara Lee, 205 

Saturn, 23, 103, 154, 272, 414 
SAZABY Inc., 526 
Schering-Plough, 103 
Schick, 158, 484 
Hydro, 158, 489-490 
Intuition Plus, 489 
Quattro, 158, 481, 484, 489 
Silk Effects Plus, 489 
Schwab.com, 12 
Science Diet, 173 
Scion, 158 
Scope, 205 

Scotch Tape, 101, 208 
Screen Actors Guild, 473 
Sealy, 500 

Sears, 32, 104, 119, 180, 203, 214 

Seat Geek, 319 

Seattle’s Best, 2 

Sea World, 167 

Secret, 136 

Securities and Exchange Commission (SEC), 
344-345 

Sedgwick Group, 132 

Select Comfort, 500 

Seminis, Inc., 340 

Sempra U.S. Gas & Power, 396 

Sequoia Capital, 456-457 

SeriousFun Children’s Network, 424 

Serta Mattress, 464 

Sesame Street, 373 

7-Eleven, 199, 474-475 

7-Up, 188, 207 

Sharp, 64 

Shift, 352 

Shiraz, 106 

Shoebox Greetings card, 178 
ShoeSite.com, 451 
Shredded Wheat, 131 
Sierra Nevada, 359, 361, 367 
Sigma Marketing, 461-470 
Silkience, 483 
Silverado, 407, 409-410 
Simmons, 500 

Simmons Abramson Marketing, 442-443 

Sims, The, 222 

Singulair, 103 

Siri, 329 

Sirius/XM, 321 

Skechers, 184 

Skoal, 103 
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Skype, 207 
SkyRadio, 318 

Sloan Management Review, 79 
SmartMoney, 321 
Snacktime Kids, 373-374 
Snow Day, 352 

Society of Human Resource Management, 256 
Soft 8c Dri, 483 
Sonic, 407 

Sony, 34, 41, 47, 86, 89, 118, 154, 168, 203, 215, 336, 
472, 476-477 
BMG, 5 

Financial Holdings, 34 
Mobile Communications, 34 
Music Entertainment, 34 
Pictures Entertainment, 34 
PlayStation, 41, 162, 222, 476 
Sorento, 158, 207 
SoSasta, 542 

Southwest Airlines, 2, 19, 32-33, 94, 100, 105, 105- 
106, 165, 167, 258, 294 
Spark, 407 
Special K, 135 
Speedway Motorsports, 437 
Spirit, 94 

Sports Illustrated, 443 
Sports Science Institute, 69 
Sports Weekly, 318 
Spotify, 23 

SpreadFirefox.com, 218 
Sprint, 201, 432 
Sprite Zero, 154 
SPSS, 116 

SSUP Company, 387, 389 
Standard 8c Poors (S8cP), 79, 248, 264, 351 
Stanford Shopping Center, 524 
Starbucks, 2, 62, 95, 169, 256, 287, 319, 343, 517-531 
Coffee, Tea, and Spice Company, 518 
Coffee International, 527 
Entertainment, 524 
Gossip, 528 

Starlight Children’s Foundation, 424 
Star Trek, 68 
Starwood Resorts, 424 
Starz, 477 

State Administration for Commerce and Industry 
(SACI), 377 

State Administration for Quality Supervision and 
Inspection and Quarantine (AQSIQ), 377 
State Farm, 89, 140 

Steel And Foam Energy Reduction (SAFER) bar¬ 
riers, 435 

Stein way and Sons, 199-200 

Sterilite, 127-128 

Sterilon hospital razors, 483 

Stichting INGKA Foundation, 496 

Stumble Upon, 324 

Subaru, 140 

Suburban, 407 

Sudafed, 207 

Sudoku Gridmaster, 222 


Sunbeam, 264 

Sunoco, 432, 435 

Sunshine Wheat, 352, 361 

Super Bowl, 12, 183, 293 

Super, 8, 419-420, 422, 427 

Surface, 151, 332 

Surveys.com, 80 

Sushilicious, 501-515 

Sustainable Forestry Initiative (SFI), 468 

Suvarnabhumi Airport, 383 

Swanson, 205 

Swedspan, 496 

Swedwood, 496 

Swiffer, 153 

Swiss Miss, 256 

Symantec, 228 

SymphonyIRI Group, 80 

T 

Talladega Nights, 433 
Talladega Superspeedway, 430, 435 
Tandy Corporation, 207 

Target, 5, 7, 15, 20, 116, 175, 178, 379, 471, 497, 524 

Tata Group, 86 

Tazo, 256 

TED Talks, 11 

Tesco, 77, 383 

TET propane, 396 

Tetris DS, 222 

Texas Instruments (TI), 30, 249 
30 Rock, 476 
3-IN-ONE Oil, 131 

3M (Minnesota Mining and Manufacturing), 35, 92, 
100-101, 143 
3PLs, 177 

Tide, 15, 86, 153, 205, 209 
Time Life, 178 

Time Warner Cable, 28, 60, 203, 471 

Tippr, 544 

T-Mobile, 203 

Tommy Hilfiger, 173, 206 

TomTom, 156 

Toro Company, 174 

Toshiba, 64, 332, 472 

Total, 131 

Tour de Fat, 357, 362 
Tour de France, 185, 293 

Toyota, 23, 46-47, 86, 154, 180, 212, 215, 406, 442 
Camry, 154 
Corolla, 409 

Grand Prix Long Beach, 445 
Toys “R” Us, 7, 374, 379 
Trac II, 483-484 

Trans-Alaska pipeline system, 395 
Transocean, Ltd., 399-401 
Travelocity, 4 
Travelodge, 420, 422 
Traverse, 407 
Tree Ripe, 210 
Tri-County Speedway, 436 
Trim Nutrition, 446 
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TripAdvisor, 422 
Trippel, 352 

Tropical Energia S.A., 397 

Tropicana, 59, 210 

True Swing Golf, 222 

TRYP, 420-421, 427 

Tully’s, 256-257 

Tupperware, 178 

“Turbo,” 446 

Twangoo, 542, 545 

20th Century Fox, 28, 477 

24-hour Mistine Call Center, 385 

Twilight, 68 

Twitter, 2, 9, 18, 117, 201, 210, 324, 353, 367, 447, 
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customer market segmentation, 136-141 
behavioral segmentation, 136 
demographic segmentation, 136-138 
geographic segmentation, 140-141 
psychographic segmentation, 138-140 
customer relationship management (CRM), 285-286 
customer relationships. See also customer 
satisfaction 

in business markets, 288-290 
in consumer markets, 286-288 
developing, 283-308 
introduction to, 283-284 
maintaining, 283-308 
managing, 284-290 
in marketing, 21-22 
quality of, 290-299 
value of, 290-299 
customers, 285 

acquisition of, 285, 307 
attrition rate of, 307 
benefits of, 161 
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complaints by, 306 
conversion rate for, 307 
current, 62 
delight of, 123, 300 
dissatisfaction of, 301 
environment for, 55-57, 60-66 
expectations of, 293, 299-303, 305, 307 
5W model for analysis of, 61 
focus of, 45-50 
of Groupon, 538-540 
of IKEA, 500 
intimacy of, 100, 102 
maintaining, 285 
perception of, 158 
performance of, 307 
potential, 62 
power shift to, 3 
privacy of, 332-333 
recovery rate of, 307 
relationships with, 289 
repeat, 286 
retention of, 299-308 
share of, 220, 287 
stakeholders, relationship with, 422 
of Starbucks, 524-526 
strengths of, 91 
of USA Today, 320-321 
weaknesses of, 91 
customer satisfaction, 301 

customer expectations and, 299-303 
customer retention and, 299-308 
loyalty vs., 302 
measurement of, 306-308 
quality vs., 303-304 
value vs., 303-304 
customer service 

efficiency vs., 294-295 
at Zappos, 453-454 
customer support services, 213-214 
customization, 498 

D 

data mining, 116 
data vs. information, 56 
decisions/decision-making process 
for brand/branding, 204-206 
consumer buyer process and, 123 
marketing and, 14-22 
in marketing program, 18-19 
team-based buying, 290 
dechne stage of brand/branding, 223-224 
defensiveness, 103 
demands, 5, 120 
demographic changes, 74-75 
demographic segmentation, 136-138 
desirable exchange, 10-11 
desire, 181 

development stage of brand/branding, 217-218 
differential advantage, 34 
differentiated marketing, 131-132 
differentiation, 210-215, 432-433 


digital competitors, 476-477 
direct mail, 191 
direct marketing, 178 
direct observation, 80 
direct response advertising, 178 
direct sehing, 178, 384-385 
direct-to-consumer (DTC) advertising, 66 
discounts/discounting, 168-169 
dissatisfaction, 123 
distribution 
of Apple, 331 
exclusive, 173 
intensive, 173 
of Mistine, 383 
at Netflix, 473 
physical, 169-170 
selective, 173 
strategy for, 217 

supply chain management and, 19 
of USA Today, 317 
diversification/diversity, 103 
in NASCAR, 436 
of population, 75, 130 
divesting option, 223 
do-it-yourself approach, 497-498 

E 

economic buyer, 126 
economic growth, 70-71 
economic mission statement, 33 
economic responsibilities, 229 
economic stability, 70-71 
efficiency 

customer service vs., 294-295 
shopping, 204 
elected officials, 71 
employee relations, 185 
employees, 285 

commitment of, 262 

compensation for, 262 

evaluation of, 262 

motivation of, 262 

satisfaction of, 262 

selection of, 262 

self-control of, 275-276 

stakeholders, relationship with, 422-423 

training of, 262 

environment. See also specific types of 
for customers, 55-57, 60-66 
external, 66-76 
internal, 58-60 
scanning of, 16 
sociocultural, 74 

stakeholders, relationship with, 424-425 
ethical climate, 246-247 
ethical leadership, 245-246 
ethical misconduct, 234-237 
ethical responsibilities, 229-231 
ethical sourcing, 241 
ethics 

BP, conduct of, 395-398 
business practices and, 375 
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challenges of, 236-237 

codes of, 244 

controlling, 242-246 

managing, 242-246 

marketing, 20, 233-236, 238 

in marketing program, 237-242 

of marketing strategies, 229-250 

Mattel, responsibility of, 374-376 

Monsanto, issues of, 344-345 

pricing-related, 239-240 

product-related, 238-239 

promotion-related, 241 -242 

social responsibility and, 20, 229-232, 233-236 

strategic planning and, 249-250 

supply chain, 241 

supply chain-related, 240-241 

sustainability and, 232-233 

training on, 244 

Wyndham Worldwide, programs for, 426 
event sponsorship, 185 
evolution, 258 
e-waste, 64 
exchange 

communication during, 10 
defined, 9-11 
desirable, 10-11 
rejection of, 10 
two-party, 9 
value of, 9-10 
exclusive distribution, 173 
executive summary, 34, 37-39 
expectations 

of customers, 293, 299, 305, 307 
experience-based, 299 
ideal, 299 

experience-based expectations, 299 
experiencers, 139 
experiential quality, 296-297 
experiments, 81 
extended enterprise, 170 
external environment, 66-76 
competition in, 66-70 
economic growth in, 70-71 
economic stability in, 70-71 
legal issues in, 71-72 
political trends in, 71 
regulatory issues in, 71-72 
sociocultural trends in, 73-76 
SWOT analysis of, 55-57 
technological advancements in, 72-73 
worksheet for, 549-551 
external stakeholders, 285 

F 

Facebook, as media marketing strategy, 512 

feature articles, 185 

financial performance, 246-248 

financial resources, 92 

Fisher-Price, 373 

flexibility, 37, 87 

focus groups, 80, 308 


Ford, rivalry with Chevrolet, 412-413 
formal marketing controls, 271-275 
Formula 1, 443 
form utility, 12 

Foursquare, as media marketing strategy, 512 

fragmentation, 180 

fraudulent activity, 242 

free merchandise, 191 

frontstage technology, 72, 73 

functional strategies, 35-36 

G 

generalizations, 288 
generic competitors, 68 
genetically modified food, 342 
geographic pricing, 169 
geographic segmentation, 137, 140-141 
Giffarine Skyline Unity Co., Ltd., 386 
Gillette, 481-490 
future of, 490 

innovation at, 482-483, 485-486 
marketing strategies of, 486-490 
razors of, 483-484 
global expansion 
of Gillette, 487 
of Starbucks, 526-527 
global manufacturing, of Mattel, 376 
global sourcing, 290 
government markets, 126 
government relations, 77 
government sources, 78-79 
Great Recession, 4 
green marketing, 233 
green products, 233-234 
green washing, 233 
Groupon, 533-545 

collective buying industry of, 540-542 

competition with, 542 

customers of, 538-540 

deals for, 537 

defined, 533-535 

expansion of, 536-537 

growth of, 542-545 

historical beginning of, 535, 535-536 

marketing of, 537-538 

model for, 535-540 

Point, The, 535 

growth stage of brand/branding, 219-220 

H 

hard costs, 127 
harvesting approach, 223 
Hear Music, 524-525 
herbicides, 344 
heterogeneity, 155 
Hispanic population, 75 
home shopping networks, 178 
Hot Wheels, 373 
“how” question, 65 
human resources, 92, 261-263 
Hurricane Katrina, 34 
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Hurricane Rita, 34 
Hurricane Wilma, 34 

ideal expectations, 299 
identification, 69 
IKEA, 493-500 
added amenities of, 497-498 
brand image, 498 
concept of, 494-496 
corporate culture of, 497 
customization and, 498 
do-it-yourself approach of, 497, 498 
low cost structure of, 497 
marketing of, 495-496, 499-500 
online support of, 499 
production, 494-495 
promotional expenditures of, 498-499 
strengths, 497-498 
sustainability of, 498 
U.S. expansion of, 496-500 
weaknesses, 498-499 
in-depth information, 115 
individual influences, 124 
IndyCar, 441-449 
motorsports market and, 443-444 
reunification of, 444-445 
U.S. open-wheel racing and, 441-443 
informal marketing controls, 275-276 
information. See also marketing information 
data vs., 56 
in-depth, 115 
power of, 174 
searching for, 120-121 
secondary sources of, 76-80 
synthesis of, 85 
informational resources, 92 
initial purchase, 286 
innovation 

at Gillette, 482-483, 485-486 
marketing, 15 
of marketing strategies, 15 
innovators, 139 
input controls, 272, 554 
installations, 152 
institutional markets, 126 
intangibility, 108, 155 
intangibles, 70 

integrated marketing communications (IMC), 19, 
179-192 

advertising and, 182-184 
personal selling and, 186-188 
public relations and, 184-186 
sales management and, 186-188 
sales promotion and, 188-192 
strategic issues in, 181-182 
worksheet for, 554-556 
integration, 87 

intellectual property, 333-334 
intellectual resources, 92 
intended marketing strategies, 257 


intensive distribution, 173 

interdependency, 258 

interest, 181 

internal analysis, 16 

internal data sources, 76-78 

internal environment, 55-60 

worksheet for, 547-548 

internal marketing, 268-270 

international marketing, with Chevrolet, 413-414 

Internet advertising, 183 

introduction stage of brand/branding, 218-219 

investor relations, 77 

Irvine, 502 

L 

labeling, 209 

leadership, 100, 102, 245-246, 263 
Leadership in Energy and Environmental Design 
(LEED), 232-233 
legal business practices, 375 
legal issues 

in external environment, 71-72 
with Monsanto, 344-346 
legal jurisdiction, 6-7 
legal resources, 92 
legal responsibilities, 229 
legitimate power, 174 
life cycle costs, 297 
lifetime value (LTV), 288, 306 
local touch, 365-366 
location 

channel intermediaries and, 172 
of Starbucks, 522-524 
of Sushilicious, 502-504 
loyalty 

to brand/branding, 206-207, 434 
to products, 204 
loyalty programs, 190 

M 

maintenance inventories, 172 
maintenance products, 152 
major trade associations, 79 
makers, 140 

Malcolm Baldrige Award, 109-110 
managerial cliches, 91 
manufacturer brand/branding, 205 
market concentration approach, 131-132 
marketing. See also specific types of 
of Apple, 330-336 
challenges of, 3-7 
concepts of, 7-14 
decision-making and, 14-22 
defined, 7-8 

ethical issues in, 233-236, 238 
as function of business, 7 
fundamental changes to, 3-7 
goals of, 7 

of Groupon, 537-538 
of IKEA, 495-500 
introduction to, 1 
of Mistine, 382-387 
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objectives of, 40, 108-110 
opportunities in, 3-7 
standard of living, link to, 8 
stimuli in, 120 

strategic planning and, 14, 16 
strategies of, 15, 22-23 
structure of, 260-261 
of Sushilicious, 506-511 
in today’s economy, 1-23 
traditional view of, 227 
of USA Today , 316-317 
value and, connections between, 296 
marketing activities 
controlling, 270-279 
evaluating, 270-279 
in marketing, 14-22 
planning of, 13-14 
scheduling, 276-279 
strategic, 13-14 
marketing audit, 273-275, 555 
marketing challenges 
of Apple, 332-335 
of Zappos, 456-458 
marketing channels 
functions of, 170-172 
structure of, 173 

supply chain management in, 169 
marketing control, 42, 271 
marketing ethics, 20, 233-236, 242-243 
marketing goals 
attainability, 107 
comprehensiveness, 107-108 
consistency, 107 
developing, 105-111 
intangibility, 108 
marketing plan/planning and, 40 
moving beyond, 111 

marketing implementation, 20. See also marketing 
activities 

advantages of, 267 
approaches to, 263-268 
by command, 263 
control and, 20-21, 255-279 
defined, 255 
disadvantages of, 267 
elements of, 259-263 
of functional strategies, 36 
human resources and, role of, 262 
internal marketing and, 268-270 
marketing plan/planning and, 

36, 40-41, 45, 257-259 
as organizational culture, 266-268 
planning and, 257-259 
scheduling, 556 
strategic issues in, 257-263 
target markets for, 36 
through change, 263-265 
through consensus, 265-266 
worksheet for, 554 
marketing information, 53-82 
customer environment, 60-66 
external environment, 66-76 


information collection, 76-82 
internal environment, 58-60 
introduction to, 53-55 
market data collection, 76-82 
situational analysis, 55-57 
marketing mix, 7 
marketing objectives 
developing, 105-111 
marketing plan/planning and, 40 
moving beyond, 111 
marketing plan/planning, 14, 27-50 
business-unit strategy for, 34-35 
comprehension of, 37 
consistency of, 37 
control of, 36, 42 
corporate strategy for, 34-35 
development of, 16, 37, 43, 45 
evaluation of, 36, 42 
executive summary and, 37-39 
flexibility of, 37 
focus and, 45-50 
functional goals of, 35 
functional strategy of, 35 
introduction to, 27 
logical manner of, 37 
marketing activities and, 14 
marketing goals and, 40 
marketing implementation and, 

36, 40-41, 45, 257-259 
marketing objectives and, 40 
marketing strategy for, 40 
objective goals of, 35 
organizational aspects of, 44-45 
of organizational mission, 30-34 
of organizational vision, 30-34 
process for, 27, 29-36 
purpose of, 44 
requirements for, 27 
significance of, 44 
situation analysis of, 39 
structure of, 37-42 
SWOT analysis of, 39-40 
tactical, 13-14 
worksheets for, 547-556 
marketing program, 149-192 
decision-making and, 18-19 
defined, 149 

integrated marketing communications in, 
179-192 

introduction to, 149-151 
pricing strategy in, 158-169 
product strategy in, 151-158 
supply chain strategy in, 169-178 
marketing strategies, 227-250 
BP, 402 

decisions about, 17-20 
development of, 1 
ethics in, 229-237 
financial performance and, 247-248 
Gillette, 486-490 
implementation of, 1, 20-21 
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innovative, 15 

intended, 257 

introduction to, 227-229 

marketing and, 246-248 

for marketing plan/planning, 40 

market specialization as, 143 

mass market targeting as, 142-143 

Netflix, 477-478 

New Belgium Brewing, 362-363 

people-driven, 22 

planning of, 1 

product specialization as, 143 
selective targeting as, 142 
Sigma Marketing, 463-469 
single segment targeting as, 142 
social responsibility in, 229-237 
stakeholder orientation and, 247 
targeting, 142-143 
traditional ideas about, 3 
worksheet for, 553-554 
market-oriented firms, 46 
market primary data collection, 80-81 
markets 

data collection in, 81-82 
defined, 8-9 
demand within, 163 
deterioration of, 223 
four P’s of, 7 
specialization in, 143 
market segmentation, 129-134 
criteria for, 134 
defined, 17, 129 
identification of, 135-142 
individualized approaches to, 132-134 
potential of, 223 
target marketing and, 17-18 
traditional approaches to, 129-132 
market share, 163. 220 
marketspace, 8-9 
mass customization, 133 
mass fragmentation, 4 
mass marketing, 130-131 
mass market targeting, 142-143 
Mattel, 371-379 

Bratz, intellectual property fight with, 378 
ethical responsibilities of, 374-376 
future of, 378-379 
product recalls faced by, 376-377 
products of, 372-374 
social responsibilities of, 374-376 
Mattie Children’s Foundation, 375-376 
maturity stage of brand/branding, 220-221 
media, for New Belgium Brewing, 366-367 
media advertising, 180 
media fragmentation, 4 
media marketing strategy, 511-513 
media usage, changes in, 4 
metamarket, 9-10 
metamediary, 9 

minimum tolerable expectations, 299 
mission statement, 31-34 


Mistine, 381-390 
future of, 390 

marketing program for, 382-387 
strategic assessment of, 387-390 
monetary costs, 297-298 
monetary life cycle costs, 296 
monetary transactional costs, 296 
Monsanto, 339-348 
biotechnology of, 341-344 
corporate responsibility at, 346-347 
ethical issues surrounding, 344-345 
future of, 347-348 
history of, 340-341 
legal issues surrounding, 344-345 
motorsports market, 443-444 
movie rental business, 475-477 
multisegment approach, 131 
mutual dependence, 127-128 

N 

NASCAR (National Association for Stock Car Auto 
Racing), 429-438 
branding strategy of, 431-434 
challenges of, 434-438 
history of, 430-431 
motorsports market for, 443-444 
National Quality Research Center at the University 
of Michigan, 22 

near field communication (NFC), 73 
necessities, 119, 164 
needs, 119-120 
negative feedback, 302 
Netflix, 471-478 

competition with movie rental business, 475-477 
future of, 478 
history of, 471-475 
marketing strategy of, 477-478 
New Belgium Brewing, 351-359 
brand/branding of, 363-366, 367-368 
history of, 352-353 
marketing strategies of, 362-363 
media, consistent messaging of, 366-367 
social responsibility of, 354-358 
new products, developing, 156-158 
news releases, 185 
New York Times, 321-322 
niche marketing, 132 
nonmonetary costs, 296, 297-298 
non-price strategies, 167 
nontraditional channels, 178 
normative expectations, 299 
North American Free Trade Agreement (NAFTA), 
72 

O 

objectives, 59, 109, 163 

odd pricing, 168 

older population, growth in, 75 

on-demand information, 318-319 

on-demand news, 318-319 

one-size-does-not-fit-all recognition, 302 
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one-time purchases, 186 
one-to-one marketing, 132-133 
online social networking, 18 
online support, 499 
operating products, 152 
operational excellence, 99-100, 102 
opinion leaders, 124 
order processing, 128 
organizational characteristics, 141 
organizational culture, 60, 266-268 
organizational factors, 129 
organizational mission, 30-34 
organizational resources, 92 
organizational structures, 48 
organizational vision, 30-34 
organizations, types of, 141 
output controls, 272-275, 555 
outside management, 302 
outsourcing, 175-177 
overpromising, 295 

P 

packaging, 209 
patents, 345 
people, 261-263 

people-driven marketing strategies, 22 
perceived differential advantages, 219 
perceived necessities, 164 
perceived product benefits, 164 
perceived value, 161 
perception of customer, 158 
perceptual map, 211, 212 
periodical sources, 79 
perishability, 155 
permission marketing, 133-134 
personal characteristics, 141 
personalization, 302 
personal selling, 186-188, 242 
pesticides, 344 
philanthropy 

corporate, 77, 231-232 
of Monsanto, 347 
responsibilities and, 231-232 
strategic, 231-232 
physical distribution, 169-170 
Point, The, 535 

point-of-purchase promotion, 190 
policy analysis, 77 
political trends, 71 
population diversity, 130 
portfolio, 151-154 
positioning 

bases for, 212-214 
brand/branding and, 199-224 
defined, 210 

differentiation and, 210-215 
strategies for, 214-215 
possession utility, 13 
postpurchase doubt, 123 
postpurchase evaluation, 122-123 
potential customers, 62 


power shift to customer, 3 
predatory pricing, 240 
premiums, 190 
press conferences, 185 
press releases, 185 
prestige, 163 
prestige pricing, 167 
price lining, 168 
prices/pricing 
of Apple, 330 
around the world, 160 
base, 166-169 
bundling of, 168 
in business markets, 168-169 
comparisons of, 163-164 
in consumer markets, 168 
cutting of, 162 
decisions about, 19 
differences in, 163 
discrimination of, 169, 239-240 
elasticity of, 162-165 
ethics of, 239-240 
fixing, 240 
of Gillette, 487-490 
of Mistine, 383 
myths about, 161 
objectives of, 162-163 
odd, 168 

penetration of, 167 
predatory, 240 
prestige, 167 
revenue and, 161-162 
service, 165 
skimming of, 167 
structure of, 223 
pricing strategy, 158-169, 217 
for base price, 166-169 
key issues in, 159-165 
for service products, 165-166 
primary data collections, 80-81 
privacy, 5-6, 374 
private-label brand/branding, 205 
problem recognition, 128 
process controls, 272, 554 
product competitors, 68 
product descriptors, 212-213 
product leadership, 100, 102 
product line depth, 154 
product mission statement, 33 
product mix, 153 

of Chevrolet, 406-411 
of Mistine, 382 
products 

acceptance of, 204 
Apple, 328-330 
business, 151-152 
classifying, 11-12 
complementary, 164 
consumer, 151-152 
convenience, 152 
counterfeit, 239 
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defined, 11, 11-14 
development of, 158 
differentiation between, 164 
digital, 11 

ethics and, 238-239 

events as, 12 

experiences as, 12 

features of, 212 

financial property as, 12 

four P’s of, 17 

goods as, 11 

green, 233, 234 

ideas as, 11 

identification of, 204 

IKEA, 494-495 

information as, 11 

interrelated dimensions of, 291 

life cycle of, 216-217 

loyalty to, 204 

maintenance of, 152 

market position of, 223 

Mattel, 372-374 

new, strategic options for, 157 

operating, 152 

organizations as, 12 

people as, 11 

places as, 12 

portfolio for, 151-154 

positioning of, 19-20 

purchase of, 63-66 

quality of, 296, 333 

real property as, 12 

recalls on, 376-377 

repair of, 152 

selecting, 65 

selection of, 3-4 

services as, 11 

shopping for, 152 

specialization in, 143 

specialty, 152 

specifications for, 128 

Starbucks, 521-522 

stylish, but sustainability, 499 

substitute, 162, 164 

supplemental, 296 

unsought, 152 

USA Today, 316 

use of, 62-63 

utilities of, 12-13 

values of, 297 

product strategy, 151-158, 217 
for new products, 156-158 
for product portfolio, 151-154 
for service products, 154-156 
profit-oriented objectives, 163 
promotion 

of Apple, 330-331 
ethics of, 241-242 
of Mistine, 383-384 
strategies for, 217 
of USA Today, 317 


promotional expenditures, 498-499 
proposals, 128 
provided services, 172 
psychographic segmentation, 137, 138-140 
psychological characteristics, 141 
psychological utility, 13 
public relations, 184-186 
purchasing decisions, 121-122 

Q 

quality 

defined, 290 
experiential, 296 

experimental attributes of, 292-293 
of product, 291-292 
standards of, 295 
superior, 293-295 
supplemental product, 292, 296 
symbolic attributes of, 292-293 
understanding role of, 290-293 
value vs., 303-304 


R 

radio frequency identification (RFID), 17, 73, 175 

raison d’etre, 291 

raw materials, 152 

readers’ corner, 525 

realism, 108-109 

reality, 214 

realized marketing strategy, 257 
real necessities, 164 
rebates, 189-190 
reciprocity, 127 
recognition, need for, 119-120 
recruitment, 187 
Redbox, 475-476 
red carpet, 525-526 
reference groups, 124 
reference pricing, 168 
referent power, 174 
referrals, 307 
regulatory issues, 71-72 
relational resources, 92 
relationship marketing, 21-22 
relationships 
business, 290 
client-based, 155 
with customers, 289 
intensity of, 141 
programs for building, 306 
relative position, 210-211 
repair products, 152 
repeat customer, 286 
reputational resources, 92 
research and analysis, 16 
reseller markets, 126 
resources, 92, 261 
response, 69 

revenue, prices and, 161-162 
reward power, 174 
risk cultures, 277 
risks, 204, 277 
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s 

sale management, strategic implementation 
of, 187 

sales force, 187-188 
sales incentives, 191-192 
sales management, 186-188 
sales promotions 
business, 191-192 
in business markets, 191-192 
for consumer, 189-191 
integrated marketing communications and, 
188-192 
trade, 191-192 
types of, 189-191 
Sarbanes-Oxley Act, 71 
satisfaction, 123 
satisfaction guarantees, 305 
secondary information sources, 76-80 
security, 5 

segmentation, 137. See also specific types of 
selective distribution, 173 
selective targeting, 142 
self-control of employee, 275-276 
self-image, 204 

self-regulatory association, 243 
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